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ABSTRACT 
 
 
 
Islamic banking is relatively new in the Kenyan financial arena. In the Kenyan setting, 
constrained research exists with respect to the performance of Islamic Banks. The endeavor of 
this research encompassed the performance determinants of Islamic banking on Kenyan Islamic 
Banks in Nairobi. The clear-cut objectives defining this study were, finding the effects brought 
out by technological innovation used by Islamic Banks on their performance, determining the 
effects of Product differentiation on Kenyan Islamic Banks performance, to establish effects 
advertising has on Kenyan Islamic Banks performance and to find out the influence of 
Government regulations on performance of Kenyan Islamic banks. This study adopted a 
descriptive and causal study design and was based on a survey of fully fledged Islamic Banks in 
Kenya. The sample size targeted 96 respondents and a questionnaire was used. The study used 
quantitative techniques in analyzing data. In that respect descriptive analysis was used, 
employing mean, standard deviations and frequencies/percentages. Correlation and Regression 
analysis, part of inferential statistics were also adopted. The independent variables were observed 
to be acceptable factors on clarifying the reliant performance variable. It is bolstered through R 
square of 76.2% connoting that the independent variables technological innovation, product 
differentiation, advertising and government regulations explain 76.2% of the variations in 
dependent variable which is performance of Islamic Banks in Nairobi, denoting that the model 
used to link the independent variables to the dependent variable is satisfactory. The study 
concluded that technological innovations, product differentiation and advertising indicated an 
affirmative and noteworthy influence on Islamic Banks performance. Contrarily, Government 
control was established as having an antagonistic and significant bearing on execution of Islamic 
Banks. The study recommends the Islamic Banks to adopt new technological innovations in their 
operations, do a lot of product differentiation through product reengineering, new marketing 
strategies and offering high quality products at a lower cost, use the most effective and available 
modes of advertising to ensure that the intended audience is reached by the adverts as this will 
lead to a better and increased performance. Moreover, the study recommends the government of 
Kenya to consider the difference in operation of Islamic Banks from conventional Banks and 
come up with regulations and policies that favor the progress of Islamic Banks. Kenyan Islamic 
Banks will benefit from this inquiry as the results will be a welcome addition to the body of 
knowledge that can be used to aid the management of Islamic Banks to boost their performance 
by adopting new strategies. 
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DEFINITION OF TERMS 
Advertising: Marketing tool utilized to reduce the perceived risks which cause financial 
institutions to build compatibility with the customers and improve Bank's picture. 
Government Regulations: Rules of order having the drive of law, endorsed by the government 
in relation with the activities of those under the control. 
Islamic banking: Refers to a banking system steadfast with Shari'ah standards (Islamic Law) 
and its handy use for the advancement of Islamic financial matters. 
Islamic Shari’ah (Law): The Islamic law which is usually governed by the teachings of Islam. 
Marketing strategy: An accumulation of methods that empower a specific firm to coordinate its 
assets towards the best open doors regarding expanding deals and accomplishing practical 
preferred standpoint over the opposition. An organization's advertising methodology comprises 
of long haul exercises that contribute towards creating solid brand mindfulness. 
Mudharabah: Is an association whereupon no less than two parties are included. One of them 
gives capital and other gives the fiscal information, administration aptitude and specialized 
business abilities. The capital provider is referred to as Rab Ul Mal and the entrepreneur with the 
entrepreneurial expertise and capabilities commonly referred to as the “agent” is called 
Mudharib. 
Performance: An investigation of an organization's execution when contrasted with objectives 
and goals. Relates to how successfully an organized group of people with a particular purpose 
perform. The three primary outcomes which are analyzed within corporate organization are how 
the company is performing financially, the performance in the market shareholder value and in 
other instances, products may be analyzed. In corporate companies, there are three essential 
results investigated: monetary, market investor performance and sometimes, the capacity of 
production may be analyzed. 
xv 
 
Product Differentiation: Is the way toward making an item or service different from others, to 
make it more alluring to a specific target. This includes separating it from contenders' items and 
in addition a company's own particular items. 
Riba:  Is a conception in Islam roughly translated as charged interest which is completely 
forbidden under Sharia (Islamic religious law) because of its exploitive and unjust nature.  
Staff competence: Is the capacity of a person to carry out their duty appropriately. 
Sukuk: An Islamic monetary declaration, like a bond in Western finance system that conforms 
to Sharia (Islamic religious law). Since the conventional Western interest paying bond structure 
is not admissible, the issuer of a Sukuk offers a financial specialist a certificate, and afterward 
utilizes the returns to buy an advantage, where the investing group partially owns it. The 
guarantor should likewise make a legally binding guarantee to purchase back the bond at a future 
date. 
Technological Innovation: Involves new items and forms and noteworthy inventive changes of 
items and procedures.  
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CHAPTER ONE 
INTRODUCTION 
1.1 Background 
Economic recession which occurred in 1940s brought a lot of misery and disappointments in the 
USA banking industry, which called for thoughtfulness in the way Banks operated and their 
performance. The consideration has developed from that time on (Heffernan, 2005). The 
2007/2009 money related emergencies did show both nationally and universally the significance 
of Bank performance in the economy and the need to consistently put it under survey. As per 
Arun and Turner (2004), Banks have significant articulation in states that are developing on the 
grounds that monetary markets are for the most part not fully developed and are normally the 
main real wellspring of fund for the larger part of firms and are typically the primary repository 
of monetary reserve funds (Athanasoglou, Delis & Staikouras 2006). 
Levine (1997) recommends that despite the fact that the finance - development nexus keeps on 
being vigorously disputed in the writing sphere, the primary purpose is that money related 
advancement has, all things considered, a great effect on development of economy. Financial 
intermediaries complete five fundamental capacities that serve development: they, encourage the 
exchanging, supporting, enhancing, and pooling of hazard, assign assets, screen administrators 
and apply corporate control, assemble investment funds and encourage the trading of products 
and ventures (Imam & Kpodar, 2015). 
Imam and kpodar (2015) contend that in conduction of their functions, financial intermediaries 
alleviate the aftermath brought about by information and costs of transaction and improve the 
way the resources are allocated, therefore as a result improving the rate of saving, decisions on 
investment, technical innovation, and finally long-run growth rates. At the end, the economic 
activity will influence financial development. 
Moreover, Furqani and Mulyany (2009) have stated that there are three connections between 
financial development and economic growth: economic growth determines financial 
development, economic growth is followed by financial development and bidirectional causality 
between growth and finance exist. Johnson (2013) affirms that attempts to isolate banking as an 
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exogenous variable, have given results that showed the function of a Bank as a transfer channel 
of financial legal obligations. It does, in fact, have an impact on economic growth (Johnson, 
2013). 
Bagehot (1873) contends that Banks are better at facilitating transactions, identifying 
creditworthy firms, pooling risk, leveraging savings and providing liquidity leading to an 
increase in economic growth. According to Beck, Levine, and Loayza 
(2000), Banks raise domestic savings rates and attract capital from foreign sources thus 
influencing growth. Furthermore, the allocation of these funds to some firms is altered through 
loans. Moreover, Beck et al. (2000) explain that while testing the differences in the banking 
sector, development of Banks as a component of the relatively ambiguous “total factor 
productivity” finds a positive significant impact of financial development on real per capita 
growth and productivity per capita growth. 
Feisal (2010) asserts that over US $700 billion assets are owned by Islamic Banks with a yearly 
fifteen percent growth rate (as cited in Aden, 2014). A banking system, which is unswerving on 
Islamic Shari'ah (Law), and guided by Islamic financial principles is what, is referred to as 
Islamic banking (Mastoor 2014). Islamic law denies the installment and accumulation of riba 
(interest or usury). Islamic banking can simply be understood as any form of banking process 
that is in line with the canons of Islamic Shariah law. In fact, according to Kamal, Lokesh and 
Bala (2008) Islamic banking is a financial institution which operates on the objective of 
implementing economic principles and Islamic finance in the banking arena (as cited in 
Taqiuddin, et al., 2013). 
Islamic banking conceptualizes and addresses a special market niche of clients. Islamic 
Commercial Banks are basically meant to promote and encourage Islamic principles while 
earning money. Specifically, interest is prohibited unlike in conventional banking. Islamic 
banking works with the goal to actualize and transpire the monetary and money related standards 
of Islam in the banking field. Since its foundation, Islamic banking framework has assumed a 
vital part in funding various social and economic areas of various nations consistent with Sharia 
standards and rules in banking operations. 
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Abdulmajid, Saal and Battisti (2008) mentions that prohibition of payment of interest on 
transactions and also prohibition to undertake financing antisocial and unethical behaviour which 
include prostitution, gambling, narcotics and alcohol are some of the salient features of Islamic 
banking. Moreover, Abdulmajid et al., (2008) concur that some Islamic Banks were converted 
from conventional Banks though purposely established to operate within Shari’ah.  In Iran and 
Sudan, in order to obey the government legislation all conventional Banks were converted to 
Islamic Banks (Sundararajan & Errico 2002). 
The principle contention against usury is that money is not utilized as an item with which to 
make a benefit and it should be earned on products and services, not on control of cash itself. 
Components of Islamic banking depend on moral standards. Islamic Shari'ah permits all financial 
exercises in a system of considering public interest and protecting it. Man, may make benefit 
from conducting business. Notwithstanding, when this runs against Islamic morals and ethical 
quality, it is forbidden. Moreover, for an investment to be honest, a standout amongst the most 
vital prerequisites is that its result must satisfy the truth of venture exchanges and that it 
empowers the Islamic Financial Institution (IFI) to state what it hopes to make in benefits (Siat, 
2013). 
However, in conventional banking interest plays a major role in financial resource allocation. 
Banks pay interest to depositors and charge interest for loans advanced. Interest therefore is 
seen as price of money or return on capital (Sheikh, 2009). Interest is understood as a charge 
made for a loan or credit facility. Islam and Capitalism both agree that money is used as a store 
of wealth and also as a means of exchange. Islam, however, unlike Capitalism does not view 
money as a commodity which can be bought and sold at a profit (Sheikh, 2009). 
The influence of Islam to economy traces its foundations in the early part of the twentieth 
century. Siddiqi (2014) argues that Islamic economics served as an anecdote to socialism and 
capitalism. It is viewed as an Islamic response to what were perceived as God‐less western 
ideologies. Furthermore, he asserts the emphasis was on justice, freedom from colonial rule and 
all that it meant in terms of exploitation and oppression.  
These, as Siddiqi highlights, entailed the riddance of poverty and distribution of income and 
wealth whereof reduction of inequalities is a pertinent feature and a clear signal to the return to 
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Islam. Socialistic suppression where people are deprived of their freedoms and robbing them of 
their properties could not be part and parcel of Islam which would help secure the goals of 
poverty reduction and distribution of income and wealth. Labour exploitation by capitalists and 
an environment to be tarnished by profit seekers leveraging on greed would become difficult in 
an Islamic economy (Siddiqi, 2014). Thus various advantages can be found in the Islamic 
banking model. 
Islamic banking has a contemporary starting point when contrasted with its ordinary partners. In 
spite of the fact that researchers have talked about and examined issues concerning a banking 
system that does not take interest, much selective consideration regarding the topic is a twentieth 
century happening (Bala, 2004). Current Islamic banking principal test was on 25th July, 1963 in 
Egypt. The trial was embraced secretly out of fear of being seen and labeled as Islamic 
fundamentalism since it was regarded as an abomination by the administration in control (Zaman 
& Movassaghi, 2001). It was first established in the city of Mit-Ghamr, and it appeared as a 
Bank entirely involved in funds savings on which any acknowledged benefits throughout the 
banking process was shared in as first agreed between the savers and the Bank. The end result 
was to impress the population on the potential benefits of savings and ventures. The Bank 
offered interest free savings and returns to all its customers. Funds were then invested in trade 
within the commerce collaboratively. Banks would also undertake to invest the funds and any 
returns made on any endeavor would be distributed to contributors (Bala, 2004). 
An interest free transaction is one of the many ethical and moral issues under which Islamic 
banking and Finance (IBF) operates. The proponents of this form of banking contend that the 
interest free environment under Islamic banking creates the room for economic efficiency than in 
the mainstream banking thus stimulating superior economic impartiality and fairness (Aden, 
2014). The concept of banking in the Islamic perspective is grounded on the proposition that 
interest is neither an essential nor a desirable basis for the conduct of banking operations. In fact, 
it remains permanently and strictly outlawed in Islam. On the contrary Islam has always had a 
better underpinning for organizing the working framework of Banks. 
According to El Gafly (2012) the profit and loss sharing framework in Islamic banking 
empowers business exercises through the expulsion of unfairness caused by interest based 
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financing that puts the business owner in charge of each trouble that happens to their enterprise. 
The PLS concept disperses risks in a reasonable way that urges bold business persons to bring 
more undertakings with the same level of a risk taker state of mind they currently possess. 
Kahf (1999) suggests that risk sharing and entrepreneurship are accordingly advanced by Islamic 
finance and its extension to the less affluent individuals from the society is a viable positive 
progress apparatus. The social advantages are clear, as right now the deprived are regularly 
misused through charging of usurious rates by organizations in the realm of finance. This sharing 
standard is exceptionally diverse to conventional banking.  
Additionally, it has been surveyed that petite producers and agriculturists, as contrasted to bigger 
generation units, confront significantly more prominent challenges in acquiring loans through 
organizational mediums. This absence of tangible collateral is caused by the limitation to access 
funds (El Gafly, 2012). 
Abdouli (1991) contends that by taking intangible assets, such as education, skills, and 
experience as collateral, Islamic banking breaks this discriminative barrier and offers an equal 
opportunity to all potential producers. Islamic financial system contributes towards development 
for an equitable developing economy through empowering little entrepreneurial establishments 
acquires funds in a sharing arrangement whereupon guarantee isn't central.  
Abdouli further relates that the regular routine with regards to western financial establishments 
of conceding credit just to the individuals, who can offer adequate substantial guarantee security, 
would further disintegrate the existing uneven distribution of income amongst lower and upper 
classes. In view of the nature of its operations, banking in the Islamic perspective offers another 
capacity in loaning. Subsequently, because it is a framework in light of financing through 
participation, Islamic banking would not rely upon substantial sureties as much as regular Banks. 
Such access of fund not absolutely subject to one’s wealth bequest would in the long run prompt 
a superior dispersion of wealth and a bigger change in the prosperity of the individuals who for 
none of their blame were blessed with closefisted assets (El Gafly, 2012). 
With this inclusive concept Imam and Kpodar (2015) find that the reserve funds of devout 
believers in Islam who forgo utilizing ordinary Banks as they don't fulfill the necessities of 
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sincere Muslims who are not willing to put their investment funds into a budgetary framework 
that did not depend on religious standards can be suited in Islamic form of banking. This could 
along these lines lead to increment of financial involvement. 
Kunt et al. (2013) as clarified by Imam and Kpodar (2015), investigate the distinction between 
Muslims and non-Muslims in various countries, and find that, twenty-four out of a hundred of 
Muslim grown-ups have a Bank account in the 64 nations they reside, as opposed to forty-four 
out of a hundred of non-Muslims that have a bank account. On this note limited participation of 
an imperative portion within such a populace prompts investment funds not being directed to the 
formal area, and along these lines not being utilized effectively, prompting problematic fiscal 
intermediation. Encouraging Muslims into the formal sector, by giving them sound financial 
facilities, would expand access to fund, with reserve funds expanding proportionately. 
El Gafly (2012) contend that subsequently the most essential rule for financing ventures in the 
regular banking framework is the capacity to reimburse credits, guarantees and collaterals. On 
this basis, just the well-off will have most access to monetary market. Interestingly, Islamic 
banking gives finances on the premise of sharing benefit and loss guideline, which is significant 
on productivity and rate of return. In this manner, the individuals with limited financial strength 
and have fundamental aptitudes for progress such as researchers; specialists or skilled workers 
would have a superior opportunity to receive financial assistance. 
Shari’ah law provides the principles of Islamic banking, it is an anchor that cannot be separated 
from Islamic banking and its absence will only leave the word “Islamic” but the practice an 
underhand form of conventional banking. Specifically as Muzzafar Abubakar indicates, the 
proper connotation of Shari’ah is “the way to the source of life’ and is now 
used to refer to the legal system code of behavior (Abubakar, 2010). The Shari’ah lays the 
foundation for any analysis of Islamic finance and banking. Islamic Shari’ah (law) is based upon 
the Islamic Holy Book and the authentic teachings of the Messenger and Prophet of Allah, 
Muhammad (May the peace and blessings of Allah be upon him). These form the fundamental 
and primary sources about which Islamic law is based upon.  
Additionally, Qiyas (the deduction of legal prescriptions from the Quran or traditions of Prophet 
Muhammad by logic reasoning), Ijma (consensus of opinion) and Ijtihad (independent reasoning 
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by qualified Islamic scholars) are also acceptable secondary inquiries in Islam. It is well 
established in Islam; interest has always been highly dishonorable. In fact, the one who engages 
in it has openly declared war with Allah the Almighty Himself because the Islamic Holy Book 
sternly forbids all interest related dealings in all angles. Allah states in the Qur’an; 
“Those who devour interest will not stand except as stands one the Satan has driven to madness 
by his touch. That is because they have said: "Trade is but like interest." but Allah has permitted 
trade and forbidden interest. So, whosoever after receiving admonition from his Lord desists,  
he shall be pardoned for the past, and his case is for Allah (to judge); but one who reverts (to 
the offence), those are the companions of the fire. They will abide therein (forever). Allah 
destroys interest and gives increase for deeds of charity, for Allah loves not any ungrateful/non -
believing sinner”. [Qur’an Chapter 2 (Al Baqarah): Verse 275 – 276]. 
Islamic banking as Abubakar (2010) describes, fundamentally incorporates the absence of 
interest - based (riba’) transactions, avoidance of speculations (gharar), and oppression (dhulm), 
institution of Islamic tax (zakat) and discourages the production of goods and services which 
contradict the Islamic values (haram). 
Discoveries by Dusuki (2008), suggested that Islamic money related establishments must 
concentrate on generating profit, as well as assuming a fundamental part in tending to economic 
and social issues, for example, assisting in reducing poverty and changes in vital parts of human 
welfare (like learning, innovative enterprises, illiteracy, aiding in combating child mortality, 
insecurity in youths, and so on.) by proficiently diverting budgetary assets towards gainful 
opportunities, thus upgrading trade related undertakings, investments and production. 
Additionally, to realize the involvement of Islamic financial institutions in lightening neediness 
using Zakah assistance and premium free advances to enhance financial and social improvement 
in the general public is imperative. This is by engaging needy and poor in gainful enterprises, 
which thus add to improvement economically, funding societal welfare exercises, or both the 
options (El Gafly, 2012). 
Two cases are plotted by Goaied and Seiffalah (2010). The Jordan Islamic Bank that has set up 
unique reserve aimed at offering premium free credits to poor people. Amid early years of the 
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new millennium, that endowment gave twenty-two million dollars to over forty thousand 
recipients, a sum roughly two hundred and thirty percent of the aggregate sum benefits 
acknowledged by Jordan Islamic Bank within that period. Moreover, Islamic Development Bank 
in Jeddah, has one hundred million dollars in its donation account, for utilization in development 
studies, research, training, specialized program and different projects (El Gafly, 2012). 
The currency of the situation is that the significance of Islamic banking is already being 
experienced throughout the world in the financial arena. According to Abdulaziz (2013) since all 
countries with a Muslim population are trying to adjust its laws to fit the Islamic finance, its 
development is now largely dependent on demand. Hong Kong currently has a strong footing 
and optimism in establishing itself as an Islamic finance doorway to China while the United 
Kingdom endeavors to brand London a global center for Islamic finance. 
Statistics indicate that a total of 166 Islamic Banks on average have resources worth more than 
$137 billion as at 1996 (Zaman and Movassaghi, 2001). Banks resources were combined to 
about $3 trillion to $4 trillion, rising to 3 percent aggregate assets for ordinary Banks in 2010 
(Samad & Hassan, 1999). Islamic Banks have grown tremendously from 1963 and have 
advanced from being generally new locally and internationally in five decades to one practical 
economy can barely manage without. Even in the realm of monetary emergency at a normal rate 
of 15%, Islamic banking is getting a charge out of stable development (Visser, 2009).  
Moreover, Abdulaziz reckons that the growth rate per year in Islamic banking which is at 15-
20% is outperforming the mainstream banking performance. As it stands, from US$80 billion in 
2000 to US$1.1 trillion at the end of 2011 Islamic financial assets have amplified (Abdulaziz, 
2013).  
It is the assertion of Sufian, Mohamad and Zulkhibri (2008) that since the opening of the first 
Islamic Bank in Egypt in 1963, Islamic banking has grown rapidly all over the world. The 
number of Islamic financial institutions worldwide has risen to over 300 recently in more than 75 
countries concentrated mainly in the Middle East and Southeast Asia (with Bahrain and Malaysia 
being the biggest hubs), but are also appearing in Europe and the United States. Moreover, it is 
important to note that of the total global Muslim population potential users of Islamic finance, 
growth only takes into account around 12% of the population (Abdulaziz, 2013). 
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Studies conducted lately demonstrate that 37% of United States of America Muslims and 67% of 
Saudi Arabian Muslims have a preference for Islamic Banks in their dealings and so do monetary 
items suppliers. Be that as it may, in numerous nations presently, Islamic form of finance has 
practically no presence; in reality, it is just now setting up itself as a focused entrant in the 
nations where it has no existence (Jaffer, 2006). 
Khan and Bhati (2008) reveal that the connected progression of financial structure of Islam 
began in the late 1940s, the related Islamic model structure however did not gain mass 
acceptance as anticipated until 1970s when many Islamic Banks were co-opted into the system. 
Fundamentally, the voyage for adopting Islamic means of banking begun in middle eastern 
countries and spread throughout the Asian nation, specifically South and South East Asia before 
spreading to USA, UK and Australia and finally to other counties in Europe. The Islamic system 
received a major boost in the mid-1980s when Pakistan, Iran and Sudan restored their economies 
to the Islamic finance framework.  
The fact that Middle East is predominantly Muslim, meaning that the religious effect has been a 
big factor in the transformation of the area into Islamic banking oasis, backed up by 
governments, rich locals and fiscal foundations within its realm; Middle East has become a 
financial hub for Islamic banking. Recently, gulf-peninsula nations have amalgamated their cash 
related and moreover real banking framework to Islamic monetary frameworks. Introduction of 
Islamic banking started where there were bigger Muslim population i.e. Indonesia, Singapore, 
Malaysia, Pakistan and Bangladesh. The outlook in India and Afghanistan over Islamic banking 
is also very encouraging. Khan and Bhati (2008), notes that both Malaysia and Bahrain have 
gone a long way in leveraging Islamic financial services to their advantage.   
As per statistics, it’s estimated there are 300 Islamic budgetary associations in 75 nations around 
the world inclusive of Banks, shared assets, contract organizations and protection agencies offer 
Islamic money related facilities. These items are extremely similar to general banking facilities, 
for instance, credit, Sukuk (security), Takaful (Insurance) supporting resources, mutual 
resources, private value and assets organization, land organization, corporate organizations, 
treasury, subordinates, future and forward market, swaps, subordinates and International 
Securities Exchange (Turk Ariss, 2010; Khan and Bhati, 2008).  
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In the African continent the financial sector in some Sub Saharan countries has been growing 
rapidly in the past two decades. New products have been introduced and financial institutions 
are playing an increasing role in financial intermediation, including cross-border financial flows 
(Gelbard, Hussain, Maino, Mu & Yehoue, 2014). However, in SSA Islamic finance 
has continued to remain small, despite the fact that the region has a great potential owing to the 
advantage of the demographic structure and potential for increasing depth in finance (Gelbard et 
al., 2014). 
As of end of 2012, about 38 Islamic finance institutions comprising of commercial Banks, 
investment Banks, and Takaful (insurance) operators, were operating in Africa (Dow Jones, 
2012). Out of this, 21 operated in North Africa, Mauritania and Sudan, and 17 in Sub-Saharan 
Africa (Gelbard et al., 2014). 
Although South Africa has the smallest population (1.5%) it was the first country in the Sub 
Saharan African to start a Bank that complies with Shariah law in the region. In 1989, some of 
the Banks that were granted licenses by South African Reserve Bank were Al Baraka Islamic 
Bank and a group known as Dallah Al Baraka (Gelbard et al., 2014). 
Botswana, Kenya, Gambia, Guinea, Liberia, Niger, Nigeria, South Africa, Mauritius, Senegal 
and Tanzania have Islamic banking activities with existing scope for development in Zambia, 
Uganda, Malawi, Ghana and Ethiopia (Gelbard et al., 2014). Moreover, the Ugandan Central 
Bank is in progression of revising laws in order to include the Islamic Banks and as a result three 
Banks have already applied for the licenses (Opalasque, 2011). 
The development of Islamic banking in Africa has been in fits and starts, as the idea is recent 
globally. These Banks with estimated assets currently totaling $1.6 trillion is projected to rise to 
$5 trillion by 2020 (Mushtak, 2010).  Judging by some recent developments, the Islamic finance 
industry continues to gain traction in Sub-Saharan Africa (SSA) with the major boost coming 
from Standard Chartered Bank (SCB), whose dedicated Islamic banking division, Saadiq, made 
its entry into Kenya in 2014, its first such foray into Africa (African Business Magazine). 
The emergence of Islamic banking has been driven by the increasing number of Muslims who 
wish to lead their lives according to the Shari’ah, the legal code of Islam (Abdulmajid, Saal &  
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Battisti, 2011). Kenya has not been left out in the emerging growth of Islamic financial services. 
The reality of the situation is that many Muslim and non-Muslim faithful’s are showing much 
interest to engage in the interest free mode of banking as opposed to the common interest based 
conventional means of banking. 
In 2015, for example, Gachuchi indicates the National Bank of Kenya opened 25,000 accounts 
in its Islamic banking window, National Amanah, almost 19,000 of which are held by non-
Muslims and the Bank expected to double that number by the end of 2016 (Gachuchi, 2016). 
In Kenya, Islamic banking products were introduced by Barclays in December 2005 (Panapresss, 
2005 as cited in Gelbard et al., 2014). The sector later expanded with the introduction of two 
fully fledged Islamic Banks, First Community Bank in 2007 and Gulf African Bank (GAB) in 
2008. The Kenya Commercial Bank (KCB) also introduced products that complied with Shari’ah 
through special Islamic windows in 2007 (Sheikh, 2009). 
Section 45 of the Financial Act in the Central Bank of Kenya Act was revised in 2010 thus 
allowing the Central Bank to act as the government’s financial proxy that recognizes 
imbursement of returns instead of interest on government securities. As a result, investments 
which were yielding to Islamic law were opened up in the country (Ndung’u, 2011 as cited in 
Gelbard et al., 2014).  
The Standard Chartered Bank introduced a banking window for the Islamic population in 2014 
and at the conclusion of the same year Islamic banking accounted for increase of two percent in 
the entire banking operations in Kenya (Gelbard et al., 2014). Chase Bank also operates Chase 
Iman as its Islamic banking window and in April 2017 the newest fully fledged Islamic Bank 
entrant, Dubai Islamic Bank received its license. As per Ndungu (2008) there is a clamor by 
different Banks in Kenya to operationalize Islamic windows. 
1.2 Statement of the Problem 
Islamic banking is relatively new in the Kenyan financial arena. The novelty of this form of 
finance necessitates the need for further and extensive research as limited researches have been 
conducted regarding the performance of Islamic banking in Kenya. This necessity is a key 
motivation for which i am indebted to add further knowledge to build up on the already existing 
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literature. It is a different financial alternative that provides new ideas and procedures that can 
impact positively on the Kenyan economy as it is both attentive to the needs of the consumer and 
the provider of the service. 
Islamic finance remains widely misunderstood at both applied and theoretical level 
notwithstanding the space and presence it has gained on the universal economy. Moreover, even 
with an increase of current positive developments in the Islamic banking sphere, several 
conceptual and structural difficulties still grapple Islamic finance to optimal amalgamation in the 
worldwide economy (Karasik, Wehrey & Strom, 2005 as cited in Aden, 2014). 
Moreover, the continued development of Islamic finance services in Kenya presents a distinct 
curiosity especially in understanding the performance of Islamic banking in a conventional prone 
banking environment. These Banks are being confronted by some key difficulties locally and 
also internationally that diminish their performance. Amid these issues are lack of public 
awareness and acceptance and also limited skilled and professional workforce. In this respect, 
the performance of Islamic Banks compared to their conventional counterparts has been seen to 
be quite low. 
Many mainstream Kenyan Banks have adopted and offer Islamic banking services. However 
due to the verity of these Banks being not fully-fledged Islamic Banks, the conventional Banks 
are offering services that are deemed limited in terms of wholly implementing the desired 
Islamic finance procedures. Islamic Banks are based on a different set of objectives, beliefs,  
and assumptions that are at a distance from the conventional institutions (Kasmani (2013). These 
assumptions lead to different types of transactions which are not in line with the conventional 
Banks work procedures and thus present limitation to the detriment of the full realization of 
Islamic finance. 
Kinyanjui (2013) investigated the challenges faced in the growth of Islamic banking in Kenya. 
Kasmani (2014) considered to determine the factors influencing growth of Islamic Banks. 
Ibrahim (2014) conducted a study to investigate the effect competition had on the growth of First 
Community Bank. The study at hand explicates factors that affect Islamic Banks performance in 
Kenya. 
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1.3 Research Objectives 
This research general target was to look at factors affecting performance of Islamic Banks in 
Kenya. 
The specific objectives were; 
1. To establish the influence technological innovation on performance of Kenyan Islamic 
Banks. 
2. To determine the effects of product differentiation on Islamic Banks performance in 
Kenya. 
3. To investigate the effects of advertising on Islamic Banks Performance in Kenya. 
4. To establish the effects of government regulations on performance of Kenyan Islamic 
Banks. 
 
 
1.4 Research Questions 
1. Is there any influence technological innovation has on Kenyan Islamic Bank 
performance? 
2. Is there any influence Product differentiation has on Kenyan Islamic Bank performance? 
3. Is there any influence advertising has on Kenyan Islamic Banks performance? 
4. What influence does government regulations have on performance of Kenyan Islamic 
Banks?  
1.5 Justification of Study 
Islamic banking is relatively a contemporary mode of investment and banking in the financial 
sector in Kenya. The newness of this addition to the banking industry in Kenya comes with the 
necessity of extensive research as minimal information exists in regards to the Kenyan market. 
Thus, this research is bound to benefit various group of people both locally and globally. 
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1.5.1 Bank’s Management  
The management of Banks offering Islamic banking service will benefit from the study findings 
as it will provide insight on the effect of technological innovation, government regulations, 
product diversity and the marketing aspect of advertising on performance of the banking 
services. This will help them come up with changes that will help boost the performance. The 
information acquired will also serve as an additive for the management to re-assess their 
strategies to cater for the important findings established in the research. Moreover, it will serve 
as a motivation for the general workforce to understand their role in making Islamic finance a 
success for an improved economy.  
In regards to the conventional Banks incorporating this niche of banking to their service they 
are set to benefit from this research especially when considering the views of respondents 
ascribing to this model of banking. 
1.5.2 Government of Kenya 
The study findings will also be beneficial to the government of Kenya as it can utilize the 
findings to set policies relating to Islamic banking that will help improve on the Islamic banking 
services offered in various Banks in Kenya. 
1.5.3 Researchers 
The findings will be of significance to researchers who would wish carry out studies relating to 
Islamic banking since it will act as a point of reference and researchers can use the results to 
make comparisons with their findings. It will be an imperative reference document especially 
when the research is done with a different perspective on the topic. Of course what would not 
have been considered in this research will serve as a justification for further inquiry by different 
researchers. 
1.6 Study’s Scope  
Islamic Banks in Kenya were taken as the unit of analysis. The target were those branches 
located in Nairobi County. This target population is ideal for the research imperatively because 
of the extensive usage of Islamic banking in Nairobi unlike other areas of the country. The 
15 
 
estimated time for conducting this research is three months, commencing at the onset of this 
research approval.  Both staff and management were used as respondents. The variables that the 
study focused on in carrying out the research were technological innovation, product 
differentiation, marketing strategies and the moderating effect of government regulations. 
1.7 Limitation of the Study 
Considering the sensitivity of the matters regarding to management issues, most organizations 
keep their records as a secret. Most organizations have instituted policies to treat with strict 
confidentiality access of such information. The researcher therefore anticipated encountering 
challenges in securing vital information from the management of Islamic Banks. Moreover, as a 
result of the increased competition there has grown a lot of mistrust and most players in the 
industry manage information regarding its operations and thus posing a great challenge to the 
researcher. Furthermore, due to the fear of victimization, the respondents are more likely not 
willing to share very important information regarding the study. The researcher therefore ensured 
anonymity to encourage the respondents to share their records for research purposes only. 
1.8 Summary of the Chapter  
This chapter introduces the research proposal by defining study’s background and problem 
statement. It follows further by briefly stating the objective of the research. The research 
questions guiding the study were shown. The chapter’s study justification is presented as well as 
the scope of the study. Literature review is highlighted in chapter two. 
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CHAPTER TWO 
LITERATURE REVIEW 
2.1 Introduction 
Various theories given precedence in this chapter clarifies distinctive hypotheses with respect to 
the study. Empirical literature review is also explained in the section. Findings in the empirical 
literature are critiqued in order to establish the gaps. A conceptual framework is also shown. 
2.2 Theoretical Literature Review 
2.2.1 The Efficiency Structure Theory  
This is the anchoring theory for this research. Demsetz (1973) formulated the Efficiency 
Structure Theory (ES) which states that a Bank which works more proficiently than its rivals gets 
profits that are higher due to low operational expenses. The Bank would hence hold a critical 
share in the market. Thus, contrasts at the level of operational efficiency lead to an unequal 
conveyance of positions inside the market and a greater profit. The theory of efficiency, 
additionally proposes that upgraded administrative ability and scale proficiency level prompts 
higher effort and higher profit. Among these capacities, the Bank ought to be gifted in 
knowledge skills which incorporates; the ability to fortify the training and the social system, its 
capacity to ace the feeling of expectation, determination and dependence on human capital and 
its capacity to limit cost while looking for change of costs in relation to quality volumes with a 
specific end goal to be productive (Lesirma 2014). 
Scale-proficiency theory contends a few Banks accomplish better size of operation and, in this 
way, bring down expenses. Lower costs prompt higher benefit and speedier development for 
Banks (Jeon & Miller 2005). The relevancy of this theory to this study is that it explains the 
relationship between the efficiency with which the Bank operates with performance. The theory 
therefore links the technological variable and advertising to Bank’s performance.  
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2.2.2 Market Power Theory  
The Market Power (MP) theory states that the Bank’s performance is impacted by the market 
structure. Market Power theory portends that firms which have distinguished portfolios and 
extensive market share have an upper chance of outcompeting their rivals and attain benefits of a 
monopoly. The Market structure is very important to the Bank’s energy regardless of the Banks 
idea, whether Islamic or regular, as it can straightforwardly influence performance of the Bank 
(Athanasoglou, Brissimis & Delis 2008). 
The Structure Conduct Performance theory contends that more condensed markets prompt higher 
loan rates and lower stock rates in view of decreased rivalry (Jeon & Miller 2005). Mensi and 
Zouari (2011), states that as per the rationale of the SCP, condensation of the market diminishes 
cost of interest amongst firms and delivers hyper typical benefits. The less there are firms 
available (concentrated structure), the less competition in the company's conduct (value levels 
are hoisted as well as poor yield). The accrued benefits are as a result of use of market power 
where consumer surplus is reduced. The SCP approach to business structure has a bearing on the 
conduct and impacts performance of an industry. Organizations' outcomes are hence dictated by 
market structure.  
This worldview depicts how the perceptible attributes related to industry or market could 
influence conduct and performance of current market's members (Mensi & Zouari 2011). The 
theory is relevant to the study since Islamic banking offers differentiated products that are 
distinct from the conventional Banks hence offering the Banks a large market share which can 
directly affect the Bank’s performance. Therefore, the theory links product differentiation to 
Banks performance. 
2.2.3 Profit and Loss Sharing Theory 
In this profit and loss sharing theory various concepts ought to be understood and as such the 
review will shed light on these concepts. Sheikh (2009) expresses two major differences of 
Islamic banking from mainstream banking. 
These are the mark-up financing and the profit and loss sharing (PLS) mechanism. The 
Musharakah funds (equity funds) and Mudharabah Funds (investible funds) forms the profit and 
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loss sharing theory. On the other hand, loanable funds in the profit and loss sharing theory are 
Murabahah (mark-up financing) and Ijarah (capital leasing financing). 
The fixed rate of interest concept of giving loans, scrutiny of monetary background before 
lending so as to ensure the ability of repayment and the fact that longer period of repayment by 
the borrower entails paying more than the actual amount to be paid is part and parcel of the 
normal Orthodox banking (Al Shami, 2009). Furthermore, Sheikh adds that under the credit 
system whereupon Bank loans in the conventional banking become operational, financial interest 
is compounded and is subject to fluctuation. On the other flank, mark - up financing is used 
whereupon profit takes the place of interest and agreeable by the borrowers under Murabaha or 
Ijarah features of Islamic financing (Sheikh, 2009). 
Kinyanjui (2013) noted that Mudharabah and Musharakah which are PLS instruments are treated 
by scholars as pivotal theories in Islamic finance.  Risk sharing is a foundation for Mudharabah 
banking, in which the Islamic Bank accepts funds from depositors. Either, the Islamic Bank give 
the funds to entrepreneurs to share risks or invests the funds in investments that are profit 
making. Profit or loss made in Mudharabah ventures is shared between the Bank and its 
depositors. All the affairs of a Musharakah business are generally, managed by the client and not 
the Bank. Moreover, it was discovered that Mushakarah financing just essentially impacts the 
gross overall revenue for Banks. These theories are therefore dominant as per this study and 
consequently fundamental to the Islamic banking operations. 
2.2.1.1 Mudharabah 
According to Shari’ah rules and regulations, a party who is a lender or investor and acts as the 
source of funds, assigns such capital to a different party who in this case becomes the 
businessperson who will be engaged in undertaking entrepreneurial activities be they specific or 
venture related. The one, who borrowed to invest, will in the long run after the completion of the 
specified time gives back the primary borrowed amount in addition to some amount of profit as 
agreed with the lender but the lender will not be involved in carrying out the business. (Haron & 
Nurfuzosa, 2009 as cited in Faizulayev, 2011). 
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First of all, Banks ought to give motivation to investors where level-headedness is confirmatory 
in the Mudharabah contract and under situations where the Islamic Banks go about as Rabbul 
mal (capital supplier). Secondly, the Bank will be named as an agent if the Islamic Bank goes 
about as Mudharib (investor) and contributors ought to incur the expenses of data preparation on 
the Mudharabah venture account. Thirdly, to expand the benefits and increment incentives to 
their investors for Musharakah, Islamic Banks bears the expenses of checking (Muda and Ismail 
2010).   
Mudharabah financing has a notable association with Return on Equity (ROE), working net 
revenue and net overall revenue, as far as the connection between PLS financing and Bank 
profit, but with no remarkable relationship with Return on Asset (ROA). Under Mudharabah 
type of banking, investor’s funds are classified under exposure sharing schemes. The benefits are 
invested by Banks in useful ventures; benefits can also be spread to representatives to share risks. 
The Islamic Banks by doing this minimizes the loss from any Mudharabah venture by sharing 
the risks with financial specialists.  
2.2.1.2 Musharakah 
This principle, also known as financing participation can be given similarity to what is 
commonly known in conventional banking as a joint venture (Haron & Nurfosoza 2009). Two 
parties come in to agreement with the objective of making profit by engaging in a specific 
business project or activity. Capital is contributed by both parties involved and then utilized in 
kick starting the intended entrepreneurial activity but in this case the lender may be involved in 
running the business.  The division of profit or loss is not determined by the capital contributed 
by the parties but is in a proportion agreed by the involved parties. This is agreed upon at the 
start of the operation of the business (as cited in Faizulaye, 2011). Rizwan Kasmani reiterates it 
is a relationship between two or more parties. Each of the parties contributes capital to a business 
or a business activity. They contract to share profits based on a profit-sharing ratio (PSR) 
(Kasmani, 2013). 
Under Musharakah form of Islamic banking, the Bank contributes the sponsor’s resources for a 
joint venture. Moreover, the customer and the Islamic Bank are in a position of strength whereby 
they are able to share risks and rewards from any Musharakah venture. In an average game plan, 
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an Islamic Bank gives the funding to a business organization where their chiefs are proficient 
and in charge of settling on vital operational choices. The Bank thereby absorbs losses or 
rewards that may arise. However, a Bank has a prerogative of conducting a due diligence before 
committing itself to do a joint venture with another business firm (Khan and Bhatti 2008). 
Benefit sharing is a strong consideration under Musharakah to guarantee reasonable prospects 
under a sensible joint venture, between an entrepreneur and the fund supplier as per Maheran 
(2010). Entrepreneurs will therefore get a chance to contribute and share their own startup 
capital. The implication of this is to diminish the inadequacy and botch of organizations 
contributing their own capital. In this manner, risks and rewards are firsthand shared equitably. 
The progress in further understanding Musharakah law will expand the dynamics of Islamic 
financial theory and more particularly Islamic finance and banking (Ariff & Rosly 2011).  
2.2.1.3 Murabaha 
In this guideline, the customer makes a guarantee to a Bank to get a few products on a postponed 
installment premise. The Islamic Bank at that point buys the merchandise from the vender and 
after that offers them on to the customer however the cost is after the Bank has included its own 
particular proceeds. The legitimateness of Murabaha couldn't be built up from the fundamental 
wellsprings of Islamic Law (Kinyanjui, 2013). 
Islamic law specialists Imam Shafi (820) and Imam Malik (796) endorsed Murabaha deals 
however they didn't concur with the expansion in cost on account of postponed installment. In 
this way, certain other Islamic law specialists enabled the vender to charge a higher cost in a 
postponed installment deal by describing it as a typical business norm (Saadullah, 1994; Vogel 
and Hayes, 1998 as referred to in Kinyanjui, 2013). 
Additionally, Kinyajui (2013) asserts because of the similarity of the practice to the conventional 
banking practice, contemporary Islamic scholars have mixed opinions about it. They are reserved 
about it and have nothing to do with it since it is just like a conventional Bank dealing. 
2.2.1.4 Ijara  
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Mutuku (2015) explains Ijara as leasing, where the lessee pays rent to the lessor to use the asset. 
Depending on the agreement, at the end of the rental period the lessor might take back the asset 
(operating lease) or might sell it to the lessee (a finance lease (Ijara-wa-Iqtina). Whatever the 
agreement, the lessor remains the owner of the asset and is responsible for maintenance and 
insurance, thus incurring the risk of ownership. The lessee only exercises possession.  
2.2.1.5 Istisnaa 
According to Al Shami (2009) Istisnaa refers to a type of transaction where the buyer agrees with 
the seller to manufacture a specified item at an agreed upon price. On instances whereby there is 
a requirement for production of specific goods, this Islamic banking feature comes into action. 
As such the responsibility of manufacturing the goods is borne by one of the parties in complete 
consideration of the specifications in the contract. On the other hand, the other party purchases 
the goods. The seller, who in this case is the manufacturer, takes the responsibility of provision 
of the required material to produce the goods required by the purchaser. This concept is solely 
subject to things that involves manufacturing. 
2.2.1.6 The Qard Hassan 
This is the only acceptable loan in Islam. In this principle, the lender borrows a specified amount 
of money and repays the principal amount borrowed without interest. Micro enterprises get the 
advantage of being aided and promoted through the concept of Qard Hassan. In practice, it is 
used for short term bridging financing and social welfare.  Under this concept, instances whereby 
default probabilities are heightened and the borrower is unable to pay due to various 
circumstances, prolonging the repayment time or even overlooking total or part of the amount 
lent is highly anticipated from the lender (Haron & Nurfuzosa, 2009 as cited in Faizulayev, 
2011). 
2.3 Empirical Literature Review 
Imam and Kpodar (2015) suggest that the evidence of many boom – bust cycles in the world 
few eras ago, clearly show dynamics indicative of conventional banking vulnerabilities. This 
usually includes; extensive financing, leveraging at high levels, and complexity. Findings by 
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Mirakhor (2010) indicate that in Islamic finance, balance sheet mismatches are absent, as Banks 
do not have asset-liability mismatches. 
Hassan and Dridi, (2010); Cihak and Hesse, (2008); found high Islamic Banks capitalization 
together with liquidity reserves that are higher as explanation of the reasons why there is 
relatively improved performance of Islamic Banks in the recent crisis as well as the non-
inclusion of non-transparent products and derivatives. When this is combined with profit and loss 
sharing, the process is less prone to crises. When Islamic Banks are included as a counterpart to 
orthodox Banks, diversification of the banking systems is felt, contributing to financial stability 
(Imam & Kpodar, 2013). 
Agha (2012) appraises that a balancing out power in the worldwide economic establishment 
should be a function of Islamic finance, because of non – loan deposit re-investments on 
Mudharaba premise in a genuine economy for services and items with no simulated cash 
extension in Banks operating on Islamic context. Banks upsurge credit in the midst of 
productivity by utilizing the partial reserve system standard in the regular bank system. In that 
capacity for every dollar stored, the Bank may advance out some more. At the point when that 
framework goes on a downward winding, disaster is automatically generated with the recent 
financial crises being strong evidence. To this extent the equity-based concepts intrinsic in the 
system of Islamic finance are more conducive serving as an unwavering economic system 
support. 
Čihák and Hesse (2008) as Gamaginta and Rhokim (2011) measured the stability of 
Islamic Banks compared to conventional Banks in 18 countries with significant Islamic banking 
industry in the period of 1993-2004. In this study, they found that with small conventional Bank 
stability is minimal in comparison to small Islamic Banks. Moreover, small Islamic Banks are 
more stable than large Islamic Banks while large conventional Banks are also more stable than 
large Islamic Banks. This generates a consideration of the greater credit risk management 
challenge in Islamic Banks that are large. More findings indicate that stability of other Banks is 
not influenced by increasing market share of Islamic Banks.  
The returns of Islamic Banks and the ordinary ones in 2007 amid the financial emergency 
demonstrated that in the time of financial chaos, return unpredictability of Islamic Banks is 
23 
 
moderately lower than in orthodox Banks, indicating supplementary resistance of Islamic Banks 
unlike regular Banks (Boumediene & Caby, 2009). This does not conclude that various risks are 
not susceptible to Islamic Banks, rather it indicates variety of hazards associated with orthodox 
Banks and necessitates a superior knowhow and additional comprehensive risk control (as cited 
in Gamaginta and Rhokim, 2011). 
In an examination directed by Hasan and Dridi (2010) as explained in Gamaginta and Rhokim 
(2011) on determining the effect of the worldwide economic depression on performance of 
Islamic Banks and its correlation with the customary Banks through the utilization of 
information from banks in Qatar, Malaysia, Saudi Arabia, Bahrain, Turkey, Jordan, UAE, and 
Kuwait, showed that financial gains amid the worldwide monetary emergency time frame, 
Islamic Banks encountered a noteworthy decrease. In any case, all things considered benefit 
remained generally like customary Banks. Islamic Banks demonstrated significantly higher 
development in the seasons of financial emergency, as far as resources and credits while exterior 
rating evaluations shows generally stable appraisals. 
It is a proposition by Turk-Ariss (2010a) that in order to examine whether Islamic Banks 
have a role in contributing to overall financial stability further studies are imperative. The 
variances that may be present between full-fledged Islamic Banks and Islamic business units in 
the Islamic banking industry is an important area for exploration (as cited in Gamaginta & 
Rhokim, 2011). 
Imam and Kpodar (2015) explain that guarantee or collateral are some of the methods of lending 
in the conventional Banks of many nations. The risk-sharing distinguishing factor of Islamic 
finance entails that both the Bank and the borrower share the risk of any investment on the basis 
of agreed terms, and more so, share any profits or losses that arise, without recourse to sureties. 
Sharing business risks in return for a share of profits is the outcome of risk sharing by 
entrepreneurs and financial capital providers, suggesting that in contrast to orthodox Banks 
borrower liabilities are provisional. In principle, this should act as an encouragement for wider 
investments especially by individuals who lack the ability to borrow due to lack of assets to be 
used as guarantee and thus creating room for growth. 
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Ben Naceur et al. (2015) found that albeit physical access to money related services have 
developed all the more quickly in affiliate nations of the Organization for Islamic Cooperation, 
the utilization of these services has not expanded as fast. Through the restriction of Riba, the 
motivations of moneylenders and borrowers are adjusted, in this way decreasing moral danger. 
In the meantime, it helps to offshoot investments that would some way or another not happen, 
and in this way spurring development. 
2.3.1 Technological Innovation and Performance 
Gakure and Ngumi (2013) did a study on whether bank innovations influence profitability of 
commercial banks in Kenya and concluded that bank innovations had a statistically significant 
influence on bank profitability. This entails that the combined impact of the bank innovations in 
this research is statistically noteworthy in explaining the proceeds of commercial banks in 
Kenya. Banks in Kenya have achieved more than a decade of advancing their earning capability 
and controlling costs through adoption of innovations like the mobile banking, internet banking 
and recently the agency banking. 
A study by Kihumba (2008), on the determinants of financial innovation and its effects on banks 
performance concluded that technological innovations influence the structural aspects of banks 
in Kenya particularly on financial innovation as a strategy. The use of assorted aspects of 
technological innovations is so expected to possess enjoyable effects of fiscal performance of a 
corporation. 
A study on the effects of technological innovations on the financial performance of commercial 
banks in Kenya depicts that most Kenyans trust the employment of the ATM as compared 
to different technological innovations. It conjointly depicts that on-line account opening has not 
been widely utilized in the Kenyan Republic (Kimingi, 2010). 
A study by Aduda and Kingoo (2012) investigated the Relationship between Electronic Banking 
and Financial Performance among Commercial Banks in Kenya and concluded that there exists 
positive relationship between e-banking and bank performance. However, the study had a 
research gap since it failed to distinguish between the three categories of technology innovation, 
namely customer independent, customer assisted and Customer transparent technology. 
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A study on the challenges within the implementation of mobile banking data systems in 
commercial banks in Kenya delineated that if ICT systems do not seem to be 
properly enforced will result in immense losses for the organization (Nyawira, 2011). A study on 
the association between information technology (IT) conceptualization and Bank performance 
portrayed that organizations conceive IT as a method to create impact on its performance. 
Organizations make decisions to adopt IT as a result of industrial Pressure. It concludes that 
companies invest in IT depending on its financial capabilities as well as its technical options. 
Organizational culture or value also influences the decisions corporates take on information 
technology investment (Muasya and Nixon 2009). 
Roselyn and Ngumi (2013) as cited in Wachira (2013) conducted a study on influence of bank 
innovations on income of commercial banks in Kenya and concluded that bank innovations have 
a moderate influence on the income of commercial banks in Kenya. Since technological 
innovation is sharply and unceasingly adopted in Kenya, the government ought to still offer a lot 
of incentives for research and development so that researchers will continue investing their time 
and skills in realizing other bank innovations. The authors counseled that the government ought 
to pursue a method to produce incentives for technology transfer from majority of developed 
economies so as to market the adoption of world class innovations.  
Additional incomes for the banks ought to be achieved because of adoption of 
innovations interprets to increased jobs and improvement of the country’s gross domestic 
product and thus contributive to the economics goals of the government (Roselyn and Ngumi, 
2013). Mwania and Muganda (2011) were of the conclusion that financial innovation 
had vital contribution to bank performance. 
The study of Wachira (2013) aimed to explore whether customer independent technology 
improved bank performance. This was demonstrated by the mean score of responses and also the 
regression coefficient. The regression results indicated that there was a positive and significant 
relationship between profitability and customer independent technology. One of the key findings 
was that customer care employees at the banks valued technological innovations. This was 
demonstrated by the extent of agreement with the statements in the questionnaire in support of 
technological innovations. The results also revealed ATMs, credit cards and online banking were 
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a key determinant of banks performance. The study also sought to establish whether customer 
assisted technology influenced performance of banks. Results showed that customer assisted 
technology influenced bank performance. In addition, customer assisted technology was found to 
be positively related to banks performance but was found to be statistically significant in 
influencing banks profitability. The study also explored the influence of customer transparent 
technology on bank performance. The study findings showed that employees value core banking 
system as 39 an ingredient of bank performance. However, it was found to be positively related 
with profitability and statistically significant. 
Based on the findings of the study of Ngumi (2013), it can be concluded that bank innovations 
influence financial performance of commercial banks in Kenya positively. The embracing of 
innovations by commercial banks has a high potential of improving financial performance and 
hence the shareholders will achieve better returns. The versatility of innovations has led to high 
adoption rate to between both the customers and their respective banks. It could have been 
arduous if the adoption was only with either the banks or the customers. Banks in Kenya have 
continued to show good performance even when other sectors of the economy display negative 
performance. This can be clarified by utilization of innovations which have empowered banks to 
begin making income far from conventional sources like interest, trade and asset financing. 
Banks have possessed the capacity to make supplementary commission income from exchanges 
done on innovation conduits like; mobile phones, internet, credit cards and point of sale 
terminals. Innovations were found to have a high prediction power in terms of grouping banks 
using predictive discriminant analysis. It is in this manner vital for the Central Bank of Kenya to 
consider grouping banks based on their market share of innovations and link the ranking to their 
productivity. This sort of positioning will give some opposition among banks and prompt better 
administrations to clients. It ought to likewise be noticed that that the performance of the Kenyan 
banking sector is not purely and wholly derived from bank innovations because there are other 
drivers of financial performance in the sector like; regulations, human resource, quality of 
management and corporate governance. 
Kamau (2013) sought to establish how innovations in Technology affected Kenyan commercial 
Banks performance. The financial data was collected from the annual reports which were used to 
get ROA (Return on assets) and other information related to the variables. From the findings, a 
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steady rise in return on ROA values from 2009 indicated that the Banks’ financial performance 
has been very well over the last 3 years in Kenyan financial industry. The study found a 
positively significant relationship in financial performance and mobile banking. The study as 
well established a significant positive relationship between Electronic Funds Transfer at Point of 
Sale Terminals and financial performance. The study concluded that the adoption of 
technological innovation has upgraded Kenyan banking sector by making it more profitable and 
powerful and has a solid positive relationship on the general banking execution by making the 
workforce performance more successful and productive; the appropriation of technological 
innovation has improved the fortune of the Kenyan Commercial Banks. The research prescribed 
that Banks must be engaged as far as their needs are concerned and utilizing the correct 
innovation to accomplish objectives, rather than securing innovation in light of the fact that other 
Banks have it. Regulatory authorities like CBK must specify gauges Banks should adopt to 
reduce instances where obsolete technology is dumped in Kenyan banking industry. 
Mokhtarband, Ali, and Rabiee (n.d.) studied the effect of technological innovation on 
construction Industry’s organizational performance. Descriptive method was adopted. Data was 
gathered by interviewing experts and utilizing questionnaires. Data was then analyzed based on 
statistical methods such as Pearson correlation coefficient, the statistical population of the study 
was Azarakhsh Firebrick Company which is the largest producer of building faced brick in 
Middle East. The results indicated a positively significant relationship in technological 
innovation variables and organizational performance. 
Claudio Teresa & Cristina (n.d.) sought to answer the question does technological innovation 
proficiency truly matter for firm execution? They proposed another approach for measuring the 
impacts of the innovative exercises on firm performance. They contended that innovation, 
contribution and yields ought to be at the same time considered as drivers of firm performance. 
To do this, they did out a two‐stage approach. In the main stage, they assessed an Inter- transient 
DEA bootstrap to ascertain the innovation on technology effectiveness. In the second stage, 
through a GMM estimator they evaluated the impact of the technological advancement efficiency 
on firm execution. Results demonstrated that there is couple of productive firms in the Spanish 
assembling industry showing that there is much space for enhancing the proficiency of the 
technological advancement. For the second stage, findings demonstrated the significance of 
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measuring the technological advancement productivity as determinants of firm execution as 
opposed to the merely consideration of development sources of information or yields. 
In contrast, Adhiambo (2014) conducted a research on effects brand innovation had on Kenyan 
Commercial Banks performance. The study purposively looked into how core products, 
innovation, formal product innovation and augmented product innovation affected the Kenyan 
commercial Banks financial performance. Explanatory research design in which sample 
populace of 106 senior and branch managers from nine commercial Banks was taken using the 
census method. Descriptive measurements, OLS method were embraced to lead examination and 
gauge multiple regression equation. Findings suggested that 6.5 percent (R2=0.065) of the 
variance in financial performance may be explained by core product innovation, formal product 
innovation and augmented product innovation. The regression results indicated that core product 
innovation and augmented product innovation do not have any relationship with the financial 
performance of Banks. A relationship which was negative, between formal product 
developments versus money related execution of Commercial Banks in Kenya was found. Study 
also yielded conclusive information in product innovation that all Commercial Banks have 
innovated and implemented products of each type even though there was a negative or no effect 
at all on their financial performance and assured timing important to reflect on the positivity of 
innovative products influence on financial performance. 
2.3.2 Product Differentiation and Performance 
Shafiwu and Mohammed (2013) considered the impact of product differentiation on gainfulness 
in the oil sector of Ghana. This study contained 15 oil marketing organizations in Ghana that 
included one government claimed and fourteen private companies. The populace was 
homogeneous in nature, because of the homogeneity of the populace; a cluster sampling 
procedure was utilized to choose one organization out of the populace. This chosen organization 
was Total Ghana Company. Individuals were chosen utilizing a non-likelihood testing method 
particularly the purposive sampling procedure. Sums of 30 individuals were chosen and given 
questionnaires whiles others were likewise interviewed. The fundamental variables were product 
differentiation, productivity and support of Effimax. The outcomes showed that product 
differentiation has a positive effect on productivity in Total Ghana Ltd. 
29 
 
The investigation presumed that for long haul benefits in the Banks is impacted by ceaselessly 
giving clients facilities that are agreeable to them and the creation and streamlining of process 
goes past apparatuses and practices. 
An investigation led by Wahito (2011) on DFCU Bank in Uganda demonstrated that from the 
presentation of new items, DFCU bank has possessed the capacity to address the issues of its 
clients since through vertical product differentiation the bank has presented products of high 
quality as well as services that are discreet from those offered by different banks. The bank has 
likewise progressed technologically and this has been acknowledged through the opening up of 
ATMs which has expanded the accommodation of withdrawal of cash to its clients. Moreover, 
with the change in the nature of its items a presentation of other new items, the bank has 
expanded the quantity of its customers and given the high caliber of its items the bank has had 
the benefit of expanding the costs of its items along these lines expanding its level of profit and 
as yet keeping up its clients who are driven by quality. 
2.3.3 Advertising and Performance 
Acar and Temiz (2017) conducted a study on advertising effectiveness on financial performance 
of banking industry to analyze association between Banks’ advertising expenses and accounting 
measures of income and profitability for banking sector. In this study the authors used distributed 
lag models to investigate the association between advertising expenses and Banks’ financial 
outcome. The outcomes demonstrated an affiliation which was certain between money related 
performance and advertising that stretch out after some time, thereby suggesting that advertising 
expenses should be capitalized and then amortized instead of being incurred as an expense 
immediately. 
The examination by Riaz, Furqan and Siddique (2015) tested the effect of advertising on banks 
profitability, controlling for the effects of operational efficiency, credit risk, total assets to total 
deposits, total loans to total assets and total assets. The outcomes were unswerving with past 
examinations. Moreover, advertising was examined as having additionally positive and huge 
effect on the productivity of private division banks but with no noteworthy impact on ROE of 
public sector banks. This may be because of small sample of public sector banks. This 
examination additionally recommends that bank administrators may apply most recent 
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procedures of brand awareness, brand image and advertisements to increase competitive edge 
and satisfy their clients. Without a doubt, part of advertising is seen as greatly indispensable to 
be fruitful in the financial service industry, particularly the financial industry where various 
comparative alternatives of products and services are accessible to the clients and they settle on 
an official conclusion in view of essentially intangibles. 
Keller (2003) envisaged the brand as a fundamental component that can make it plausible for the 
buyers to pick and pick any given monetary foundation's services or products and may 
effortlessly have the capacity to recognize them from those introduced by the contenders. 
Keeping in mind the end goal to uncover more valuable data, suggestions for additional study; 
incorporate expanding the time period for the exploration and including a more extensive scope 
of financial components. The consideration of a more prominent number of banks or a more 
prominent land spread of banks the world over would likewise expand the discoveries of this 
investigation. A more extensive scope of economic elements – for instance, exchange rates and 
taxation – could be incorporated into future examinations. It would likewise be fascinating to 
make an examination between Islamic and conventional western banking. 
Findings by Aliata et, al (2012) reveal that at 5% level of significance, there was positive 
relationship between the promotional strategies and profits because the costs on the promotional 
strategies increased so did the profits. The correlation between the different promotional 
strategies and profits were less than 0.7 meaning the relationship was weak. The correlation 
between the expenses in advertising and profits was 0.324, profits and the costs of personal 
selling 0.53; sales promotions 0.402; publicity 0.376; direct marketing 0.378 and lastly 0.308 
was the relationship between profits and the expenditure in viral marketing. Correlation was 
greater than 0 indicating that an increase in expenditure promotional strategies also leads to an 
increase in profits indicating a weak positive relationship. An analysis of the promotional 
strategies and sales also revealed that there was weak positive relationship between the 
promotional strategies expenditures and the sales of NBK. 
The correlation between the expenditures in advertising, personal selling, sales promotions, 
publicity, direct marketing and viral marketing and profits earned in sales was 0.452, 0.491, 
0.317, 0.325, 0.305 and 0.289 respectively. All correlations were greater than 0 indicating that 
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increases in the level of promotional strategies lead to increase in sales showing a positive 
relationship. At 5% significance level, the relationship between the promotional strategies and 
profits was statistically significant. The study established that the promotional strategies were 
important in explaining 74.7% of the profits of NBK and therefore the other 25.3% of profits was 
explained by other factors. This was established by the coefficient of determination for the 
regression (R square) at 0.747. From the results, it can be concluded that increasing the amounts 
spent on the different promotional strategies individually had little effect on the improvement of 
performance of NBK. This is because the correlation between the different promotional 
strategies and performance was weak. However, when the amount spent on the promotional 
strategies was done simultaneously for all the promotional strategies and the performance of the 
NBK increased significantly. 
Jalang'o (2015) sought to identify effects digital advertising had on Commercial Banks 
performance. A descriptive cross sectional survey design was done. The targeted populaces were 
drawn from marketing and communication departments of all the 42 Commercial Banks in 
Kenya and included the marketing and communication staff (managers and their assistants) of all 
the Banks. Questionnaires were the main instrument for collecting the primary data from the 
respondents. The study found out that digital advertising significantly affected Commercial 
Banks and these financial institutions are moving away from the traditional methods of doing 
financial transaction. 
Furthermore, Hamilton, Richards and Stiegert (2009) sought to answer the question: How does 
advertising affect market performance? The results showed that advertising improves market 
performance. Lungazo (2011) surveyed the impact of publicizing on the performance of a firm. 
The examination utilized a cross sectional research outline, both qualitative and quantitative 
strategies with a populace of 150 individuals out of which a sample size of 40 representatives 
was picked. The employees were divided through stratified sampling design into strata which 
were divisions under which the workers operated. The sampling method used was simple random 
to choose respondents from the four departments who were then administered with 
questionnaires. Primary and secondary data was used. Information was gathered by utilization of 
questionnaires and observation method. Results indicated a strong relationship exists between 
advertising and sales performance. 
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Njawa (2015) examined the effects of advertising on organizational performance. The objectives 
that were specific for this study entailed examining the extent of brand awareness influence on 
performance of an organization, to establish the extent of brand loyalty to industry performance, 
to assess the extent to which brand equity relates to organizational performance. The population 
under this study included Tigo Company employees. Data collection methods included 
questionnaires, documentary review and interviews. SPSS was used for primary data analysis. 
The findings indicated that, brand awareness, brand loyalty, and brand equity have a significance 
influence on organizational performance. The findings also reveal that proper advertising 
techniques are very important in an organization. 
Olufayo, Ladipo and Bakare (2012) assessed the connection in regards to advertising and support 
of another item utilizing Nestle Plc as a contextual investigation. They used reactions from 170 
duplicates of a questionnaire given to clients, workers and distributors of Nestle Plc.  The 
descriptive statistics of the various responses were presented and analyzed while the theories of 
the examination were tried utilizing Spearman's correlation coefficient. The investigation found 
that there is connection between advertising and consumer support and between budget 
allocation to publicizing and sales volume of the firm. 
Okeji (2008) evaluated effective advertising as an effective marketing tool in Nigeria: Evidence 
from food and beverages industry. He utilized an aggregate example of fifty individuals from 
staff of the Nigerian Bottling Company as respondents to research their observation seeing the 
viability of publicizing as a marketing device in the organization. The reactions were examined 
utilizing correlation and the Chi-square measurement. The investigation found that advertising 
contributes emphatically to sales of the Nigerian Bottling Company Plc as portrayed by 100% 
reaction rate. The shortcoming of the investigation lies in its subjective illustration of the sample 
size without taking any objective criteria. Along these lines it turns out to be extremely 
troublesome and hazardous to sum up in view of the discoveries of the examination. 
In another analysis, Abiodun (2011) examined the impact of advertising on sales volume of 
Starcomms Plc. The study utilized frequency tables, percentages and Chi-square to establish 
relationship between advertising and sales volume of the firm. In spite of the endeavor made by 
the investigation to set up connection between publicizing and sales volume of the organization, 
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the examination experiences various shortcomings. The examination neglected to unmistakably 
uncover the effect of publicizing on the sales volume of the company since it used essential 
information that does not sufficiently catch the effect of connections. Likewise, the sampling 
procedure of the examination and the lack of reliability and validity test for the exploration 
instruments may have influenced the information gathered and by suggestion the discoveries of 
the investigation. Finally, the quantity of questionnaire duplicates filled and returned was not 
sufficient by any deliberate standard for the trial of hypothesis. 
In a related report, Akanbi and Adeyeye (2011) analyzed the connection between publicizing and 
sales volume of Nigerian Bottling Company Plc somewhere in the range of 1999 and 2009. 
Utilizing the OLS regression procedure and t-test on annual time series information of advert 
expenses and sales volume as surrogates; the investigation found a critical connection between 
advertising and sales volume of the organization. Regardless of the way that the examination 
gave an unobtrusive endeavor to set up connection between advertising and sales volume of 
NBC Plc, it isn't totally saved of a few impediments. Above all else, the investigation neglected 
to set up the stationary of the time series information utilized for testing the relationship. 
Besides, given that the investigation goes for discovering how advert expenses can enhance 
sales, the correct intermediaries to utilize ought to have been advert cost and sales in their total 
qualities. Consequently, it is profoundly impossible if the consequences of the investigation were 
not influenced by these methodological issues. 
Moreover, Akeem (2011) assessed client state of mind towards internet advertising and online 
sales utilizing MTN Nigeria as a contextual investigation. In the investigation, a simple random 
probability sampling technique, simple frequency tables and the Chi-square statistical tools were 
embraced for information examination. The finding has demonstrated that there is connection 
between accessibility of uninterruptible power supply and successful internet advertising/online 
deals.  
2.3.4 Government Regulations and Performance 
Alesina et al. (2005) showed that regulation is a significant determinant of investment. They 
provide sufficient evidence to show that product market regulation can influence the costs that 
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existing firms face when expanding their productive capacity. Their overall assessment shows 
that regulatory reforms that substantially lower entry barriers encourage investments. 
On the other hand, Kale, Eken and Selimler (2015) noted that new macroeconomic environment, 
particularly new regulations, has positive effects on productivity. Tighter regulations, 
monitoring, restrictions, strong supervision, more capital, and new reforms have a positive 
impact on efficiency. Moreover, Daly and Frikha (2017) found that variables related to the 
government intervention have a negative impact on the banking performance in the conventional 
funding model. 
As indicated by Wako, et al., (2014), Islamic Banks globally are under National Bank control in 
their respective Countries and treated similarly to regular Banks. Instances have occurred where 
unique banking enactments are done specifically for the Islamic Banks as another character 
connection between National Bank and the Islamic Banks. Azizul (1999), believes that Islamic 
Banks globally work in a blended domain whereby interest based Banks work next to each other 
with Islamic Banks. Consequently, Islamic Banks are subjected to National Banks conditions, 
controls and direction’s applicable to interest based Banks.  
Azizul (1999) takes cognizance of factors like absence of comprehension of the right idea of 
Islamic financing procedures, making it formal for Islamic Banks to be dealt with an alternate 
balance. For example, Central Banks ordinarily pay interests on savings that Islamic Banks can't 
acknowledge (Wako, Kamaria, & Kimani, 2014). 
2.4 Critique of the existing literature and research gaps 
Kinyanjui (2013) investigated the problems hindering growth of Kenyan Islamic Bank. This 
study researched the factors affecting performance of Kenyan Islamic Banks. Kasmani (2014) 
study investigated factors affecting growth of Islamic Banks. Ibrahim, (2014) study investigated 
influence competition had towards growth of First Community Bank. The current investigation 
concentrated on the determinants of performance of Islamic banking in Kenya. Aden, (2014) 
investigated factors influencing Islamic banking in Kenya: Nairobi County case study. This 
study looked into determinants of performance of Islamic banking in Kenya. 
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2.5 Conceptual Framework 
As indicated by Kombo and Tromp (2009), an idea is a conceptual or general thought deduced or 
got from particular occurrences. Conceptual framework can be defined as a set of standards and 
wide thoughts adopted from applicable enquiry fields and applied to present a structured result.  
The objective of a conceptual framework is to arrange and depict ideas significant to the research 
and guide relations among them. Such a structure would enable analysts to characterize the idea, 
outline research ground or scope of the concept, operationalize relations among ideas and 
distinguish gaps (Creswell, 2003).  
The following is a conceptual framework of the factors that were investigated. Technological 
innovations and product differentiation are the independent variable while performance of 
Islamic banks is the dependent variable.  
Figure 2.1 Conceptual Framework 
Independent Variables                 Dependent Variables 
 
 
 
 
  
 
 
 
Technological innovations 
Product differentiation 
Advertising 
Performance of Islamic 
banks 
Government regulations 
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2.6 Operational Framework 
Table 2.1 Operationalization of Variables 
VARIABLES INDICATORS MEASURES 
Technological 
Innovation Communication 
Is communication between Bank and clients 
enhanced?  
 
Operational costs 
Is there a reduction in operational costs? Is the 
maintenance costs low? 
 
Efficiency Less time consumption 
 
Effectiveness High margin income 
Product 
Differentiation Products cost Is the charge low?  
 
Financial service 
delivery channels 
Are the financial service delivery channels 
reliable? 
 
Value Does the value attract more customers? 
 
Product review Is there a regular and continuous review? 
Advertising Effectiveness Does it lead to increase in number of customers? 
 
Cost  Is it cost effective? 
 
Market Segment 
Does it reach a wide area? Is the media used 
accessible by the target market? 
 
Frequency How frequently does the Bank advertise? 
Government 
Regulation Policies Does it limit or make competition stronger? 
 
Rules and regulations 
Does Bank’s regulations affect management’s 
decision making? 
 
Standards 
 
Performance ROE  Is there increase in profitability? 
 
ROA Is there an increase in total asset? 
 
Customer satisfaction Is there improved customer satisfaction? 
  Employee satisfaction Are the employees satisfied? 
2.7 Operationalization of Variables 
Technological innovations involve new items and forms and noteworthy innovative changes of 
items and procedures. A development has been executed in the event that it has been presented 
available (product advancement). Technological innovations of Banks incorporate ATMS, 
credits cards, debit cards and web and mobile banking. Measurements originating from 
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technological innovation viability, for example, framework quality, data quality, benefit quality, 
client fulfillment and the execution targets coming from operational adequacy, for example, cost, 
quality, dependability, adaptability and speed are essential and fundamentally all around related 
elements. 
These variables advance the relation among technological innovation adequacy and operational 
viability that should be considered by administrators in accomplishing successful execution of 
innovative advancements. In addition, a notable direct impact of the connection on operational 
performance change can be realized (Santa, Hyland, and Ferrer, 2014). 
Product differentiation is a policy that organizations utilizes to recognize an item from 
comparable items available. For private companies, a product differentiation system may give an 
upper hand in a market ruled by bigger organizations. The separation technique the business 
utilizes must focus on a portion of the market and convey the message that the item is decidedly 
not quite the same as all other comparative items accessible (Kelchner, 2015). Most of the time, 
a unique item will sell, since items are seen as both profoundly significant and definitively, the 
capacity for any one item to emerge in an aggressive market will ensure the accomplishment of 
such company’s goal. While there are various approaches to distinguish brands, distinguishing 
significant item determined differentiators can be particularly productive in picking up and 
managing a market. Differentiation is the point at which brand or firm outflanks equal brands in 
the arrangement of a component(s) with the end goal that it faces diminished affectability for 
different elements (Sharp & Dawes, 2001). 
Advertising is an instrument to diminish the apparent dangers and not just that, it is contended 
that publicizing helps monetary organizations particularly Banks to construct a compatibility 
with the customers and upgrade Banks outlook. Advertisement as a tool used by marketers is 
vital to sell their services and/or products. Advertisement gets to consumers through radio, 
magazines, newspapers, mailboxes, TV sets and many others forms. In the twenty-first century, 
the use of advertisement is a measure of building long-term competitive advantage over other 
competitors (Bawuah, Djan, Halidu & Stephen 2016). 
Government control influences the monetary industry in many ways, yet the particular effect 
relies upon the idea of the regulation. A lot of regulation ordinarily implies a higher workload for 
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individuals in monetary institutions, since it requires significant investment and energy to adjust 
business to guarantee that the new controls are being taken after accurately.  
Performance encompasses monetary and nonfinancial markers, which offer data on the level of 
accomplishment of goals and results (Kaplan and Norton, 2001). Research on performance 
estimation has experienced many stages over the most recent 30 years: at first they were centered 
generally around budgetary pointers; with time, the multifaceted nature of the execution 
estimation framework expanded by utilizing both monetary and non-money related markers. 
Since the late '80s, specialists, consulting firms and experts have focused on the need to put an 
expanded accentuation on non-money related markers in the execution estimation procedure. 
Human resource are described as having the most elevated level of inadequacy, along these lines, 
pulling in and holding workers "quality" is a basic issue for upper hand firm’s performance. 
Brady, Cronin and Brand (2002) exhibited that client introduction is connected specifically with 
organizational quality, consumer loyalty and performance of the firm.  
2.8 Summary 
Various applicable theories that were pertinent to the study were presented in this chapter. 
Theories scrutinized were investigated for significance to particular factors. Additionally, the 
chapter looks at dependent versus independent variables conceptualized through examining 
connections among the two set of factors. 
The conceptual framework is drawn up from the reviewed literature.  The empirical review that 
was conducted looked into past research done locally and internationally, taking into 
consideration the accompanying criteria, scope title and philosophy hence the reason for the 
scrutiny of literature. It is from these critiques that the research gaps both conceptual and 
contextual were identified. The next chapter outlines the methodology that the study adopted in 
order to achieve the stated objectives. 
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CHAPTER THREE 
RESEARCH METHODOLOGY 
3.1 Introduction 
Methodology used for data analysis is disclosed at this stage. Researchers aim was to explain 
population design, the sample size, instruments to be used in collecting data and study’s analysis 
methods to be employed. In addition, the chapter discusses on the validity and reliability tests 
which will be performed on the questionnaire. Lastly, it presents the ethical practices pertinent to 
this research. 
3.2 Research Design  
Research design is the initial setup that sets the motion for gathering and dissection of data. The 
study used a descriptive design based on Islamic Banks in Kenya. Descriptive design was used 
because it focuses on complex analysis to bring out the correlation of variables. Causal 
relationship seeks to establish how one variable affects changes in another. This is to focus on 
understanding, explaining, predicting and controlling relationships between variables.  
3.3 Target Population 
A population is a group of singular persons entirely, developments or objects with observable 
characteristics which are common. Mugenda and Mugenda (2003) contend an example measure 
which has a 10 percent of population is doable. Fully fledged Islamic Banks in Kenya that the 
study focused on include First Community Bank of Kenya, Dubai Islamic Bank and Gulf African 
Bank. It focused on those branches in Nairobi County. There are eight branches of First 
Community Bank, seven branches of Gulf African Bank and three branches for Dubai Islamic 
Bank in Nairobi County. The target population in this study was the branch managers, staffs, 
representatives for each of the branches and clients. 
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Table 3.1: Target Population 
Strata Number  of population 
Bank managers 18 
Clients 38 
Staffs 250 
Total 306 
3.4 Sample and sampling technique 
Typically, a measure which has a 10 percent of population is considered doable. In this regard, 
30% of the aggregate populace (i.e. 96) is utilized for this investigation. The study applied 
stratified random sampling and simple random sampling methods in generating the sample. 
Stratified technique is advantageous since it samples each sub-population (stratum) 
independently by grouping members of the population into relatively homogeneous subgroups 
before sampling. This helps improve the representativeness of the sample by reducing sampling 
error. The target population was stratified into 3 strata the branch managers, Clients and staff 
representatives of the banks. Random sampling ensured that the study eliminates bias in its 
choice of respondents. 
Table 3.2: Size of the sample 
Strata of the data Population number Percentage Sample of the data 
Managers of the 
Branch 
18 19% 18 
Clients 38 29% 28 
Staffs 250 52% 50 
Total 306  96 
3.5 Instruments 
Primary data was gathered using questionnaire. In the questionnaire, five responses for Likert 
scale were employed. The Likert scale is very useful as it has scales which can assist in 
conversion of qualitative response into values which are quantitative. It included options to either 
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strongly agree, agree, neutral, disagree or strongly disagree. The questionnaires were issued to 
branch managers of the different banks, as well as staff representatives of the banks.  
3.6 Pilot testing 
A questionnaire is pilot tested prior to using it to collect data. Pilot testing is done so as to review 
and refine the questionnaire to remove any ambiguity that may result in respondents not 
answering questions with the clarity intended or instances of data recording problems. Moreover, 
it empowers one to get some evaluation of the inquiry's legitimacy and the conceivable 
unwavering quality of the information that was gathered. Preparatory examination utilizing the 
pilot test information can be attempted to guarantee that the information gathered will empower 
the investigative inquiries. 
3.6.1 Test of Validity 
Legitimacy is noteworthiness precision which rely upon research discoveries. Legitimacy is said 
to exist if the information measures the intended objectives so as to test and upgrade the 
legitimacy of the questionnaire. Ten questionnaires were deemed doable for pilot testing with a 
view to enhancing validity of the information gathered. 
3.6.2 Reliability Test 
According to Cronbach (1951) Consistency of estimation brings about reliability, or how 
consistently an instrument gives similar result on each application every time it is used under 
similar conditions with similar subjects. (10%) of the specimen populace, was a good number for 
pilot testing for issuance to the branch administrators, heads of divisions and staffs not 
incorporated into the last examination test. The results by means of coding and is keyed into 
SPSS utilized to create the reliability coefficient. Cronbach's Alpha (α) which is a consistency 
measure is used by the analyst and produced through SPSS. The use of Cronbachs Alpha (α) will 
demonstrate the degree through which an arrangement of test items can be dealt with such as, 
calculating a variable which is solitary and inactive (Cronbach, 1951).  
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3.7 Data collection procedure. 
The research objectives determined the design of the questionnaires for use in pretesting to 
ascertain the suitability of the tool before actual administration. The desired number of nine 
people was the target purposively for pre-testing. This enables the researcher to fine tune the 
questionnaire for objectivity and efficiency of the process. The estimated time for completing the 
questionnaire was fifteen minutes. The respondents are guided through illustrated answers so as 
to understand clearly how the questions have been framed and thus respond to them 
appropriately.  
3.8 Data Processing and analysis. 
The study used quantitative techniques in analyzing the data. Descriptive analysis was employed; 
which included; mean, standard deviations and frequencies/percentages.  Inferential statistics 
such as correlation analysis and regression analysis were adopted. SPSS version 21 was 
employed to assist in interpretation of organized data on account of concurrence to the 
objectives. Analyzed data was presented in frequency and percentage tables; this enhanced easier 
interpretation and understanding of the research findings. 
The significance of the influence that the independent variable has on the dependent variable was 
tested using a multiple regression model as shown below;  
Y= β0+ β 1X1+ β 2X2+ β 3X3+ β 4X4+ e 
Where: 
Y = Performance (ROA, ROE, Employee and customer satisfaction) 
X1 = Technological Innovation  
X2 = Product Differentiation  
X3 = Advertising 
X4 = Government Regulations  
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e is error term 
β0 represents the constant 
β1,2,3,4 are regression coefficients 
3.9 Ethical Issues 
One of the most important ethical considerations in research according to the Centre for 
Innovation in Research and Teaching (CIRT) is the use of human subjects. To address these 
considerations, the researcher will advocate voluntary participation and informed 
consent. These principles are followed to guarantee that all human subjects are choosing to 
participate of their own free will and that they have been fully informed regarding the 
procedures of the research project and any potential risks. These ethical standards will protect 
the confidentiality and anonymity of the respondents.  
Moral issues are the ethical models that researcher ought to consider in all exploration strategies 
in all phases of the research design. After approval from the University is obtained to conduct the 
study, permission was obtained from the management of the Banks. In this research three 
principles of ethics were used namely beneficence, respect for human dignity as well as justice 
(Polit et al., 2003). Following the three principles, sensitivity to the participants’ emotions was 
observed when probing questions that could psychologically harm the participants as well as 
protect the participants from adverse situations. The respondents likewise were educated that the 
data they give won't be utilized as a part of any approach to hurt the members or abused for 
business and individual interest, but just for scholarly purposes.  
3.10 Summary of the Chapter 
Data collection, data analysis and target population was reviewed in this chapter. Likewise, the 
research method and the sample size to be derived from the population was presented. In 
addition, the chapter discussed on the validity and reliability tests which will be performed on the 
questionnaire. Lastly it shed light on the ethical practices to be adopted. 
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CHAPTER FOUR 
DATA ANALYSIS 
4.0 Introduction 
Data analysis, interpretation, discussion as well as summary of findings were expressed in charts 
and tables. The broke down information was organized under topics that considered the 
exploration goals. 
Table 4.1: Response Rate 
The response rate 69% as shown on Table 4.1 represents an overall success since a reaction rate 
of over fifty percent is satisfactory for a descriptive research. 
Response Frequency Percent 
Returned 66 69% 
Unreturned 30 31% 
Total  96 100% 
 
4.2 Demographic Information 
4.2.1 Gender  
Gender information was acquired from the respondents. Figure 4.1 shows the results.  
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Figure 4.1 Respondents Gender  
Results in figure 4.1 indicate that 65% of the respondents were female while 35% of the 
respondents were male. This may imply that majority of the employees who work in Islamic 
Banks in Nairobi is female. 
4.2.2 Respondents Age  
Figure 4.2 shows the results obtained.
 
Female
65%
Male
35%
Less than 30 
years
46%
31-40 years
36%
41-50 years
9%
Above 50 years
9%
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Figure 4.2 Age  
Figure 4.2 reveals 46% were less than 30 years, 36% stood between 31-40 years, 9% were aged 
between 41-50 years while the other 9% were aged above fifty years. This shows that most of the 
employees of Islamic Banks in Nairobi are young. 
4.2.3 Respondents Education level 
Further probing was done to assess educational level of the respondents. 
 
Figure 4.3 Respondents Education Level 
The outcomes indicated 91% had attained university education while only 9% had college 
education as their highest level of education. This implies that most of the respondents working 
in Islamic Banks in Nairobi have high qualifications for their jobs.  
4.2.4 Duration in the Bank 
Further, the respondents were asked to indicate for how long they had been working in the Bank. 
Results are as shown in figure 4.4. 
College
9%
University
91%
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Figure 4.4 Duration in Bank 
The outcome shows (42%) had been employed in the Bank for more than 6 years. Further, 32% 
of the respondents had been working in the Bank for less than 1 year, 17% had worked for 4-6 
years while 9% had been working in the Bank for duration of 2-3 years. This infers a large 
portion of the respondents had been employed for quite a while, along these lines, they were 
more experienced. 
4.3 Descriptive Statistics 
4.3.1 Technological Innovation  
On this variable it was important for the respondents and was asked from them to specify their 
level of agreement on the statements on technological innovation. Outcomes are shown below. 
 
 
 
Less than 1 
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32%
2-3 years
9%
4-6 years
17%
More than 6 
years
42%
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Table 4.2: Technological Innovation 
Statements 
Stron
gly 
disagr
ee 
Disagr
ee 
Neutra
l Agree 
Strongl
y agree Mean 
Std. 
Devia
tion 
Advancement in technology 
upgraded the incorporation of 
information between the 
customers and the Bank  9.10% 0.00% 25.80% 22.70% 42.40% 3.89 1.229 
Debit cards effect the decrease 
of operational expenses and 
henceforth better bank profits  9.10% 0.00% 43.90% 39.40% 7.60% 3.36 0.971 
ATMs have low upkeep 
expenses prompting large 
amounts of gainfulness over 
their commercial lifespan 9.10% 7.60% 34.80% 27.30% 21.20% 3.44 1.178 
Mobile banking incomes has 
high margin thus positively 
contributing towards annual 
profitability of the bank. 0.00% 0.00% 40.90% 16.70% 42.40% 4.02 0.92 
Electronic funds transfer 
investments is for the most 
part propelled because of 
Bank benefits. 0.00% 0.00% 47.00% 33.30% 19.70% 3.73 0.775 
Average           3.688 1.015 
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The results reveal that majority of the respondents 65.10% (22.70%+42.40%) consented to the 
proclamation that the technology improvement enriched the reconciliation of data between the 
Bank and its customers. Results additionally demonstrate that (47%) of the respondents 
concurred with the statement that charge cards impact lessening of operational expenses and thus 
better Bank profits. Further, comes about the disclosure that most (48.50%) concurred with the 
opinion that ATMs have low care costs prompting large amounts of gainfulness over their fiscal 
lifespan. Results additionally demonstrated that most (59.10%) of the respondents concurred that 
remuneration from banking on a mobile platform has high edge henceforth contributing gainfully 
to Bank yearly productivity. At last, comes about outcomes that 53% of the respondents who 
concurred the most to the statement that funds transferred electronically are for the most part 
roused by benefits to the Bank. Utilizing a five-point Likert scale mean, 3.688 was the general 
mean of the reactions. As such, the responses demonstrate that the respondents consented to a 
lion's share of the questionnaire statements. Furthermore, 1.015 which was the standard deviation 
demonstrates that the reactions were diverse. 
4.3.2 Product Differentiation  
Respondents were asked to indicate their level of agreement to the statements on product 
differentiation. Table 4.2 shows the results. 
Table 4.3: Product Differentiation  
Statements 
Strongl
y 
disagre
ed 
Disagr
ee 
Neutra
l Agree 
Strongl
y agree 
Mea
n 
Std. 
Deviat
ion 
Low charge of Bank 
products such as loans, 
balance checking, debit 
cards led to increase in Bank 
market share. 0.00% 7.60% 68.20% 24.20% 0.00% 3.17 0.543 
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Products reengineering led 
to production of reliable 
financial service delivery 
channels. 3.00% 0.00% 0.00% 66.70% 30.30% 4.21 0.734 
The perceived value of the 
products has attracted more 
potential customers. 0.00% 7.60% 0.00% 59.10% 33.30% 4.18 0.783 
The Bank does continuous 
review and improvement of 
Sharia’h compliant 
products. 3.00% 9.10% 9.10% 6.10% 72.70% 4.36 1.159 
The use of mobile banking 
attracts more customers than 
competitors in the market. 0.00% 9.10% 48.50% 7.60% 34.80% 3.68 1.055 
Average           3.92 0.85 
The table results indicate that respondents who were 68.20% and the majority were neutral on 
the statement low charge of Bank products such as loans, balance checking, debit cards led to 
increase in Bank market share. Results additionally demonstrate (97%) consented to the 
announcement that items reengineering prompted creation of solid fiscal administration 
conveyance networks. Further, comes about the demonstration that the vast majority of the 
respondents who were 92.40% consented to the statement that the perceived value of the 
products has attracted more potential customers. Results further indicated that most of the 
respondents 78.80% agreed to the statement the whereof the Bank does continuous review and 
improvement of Shari’ah compliant products. Results also indicated that 48.50% of the 
respondents were neutral to the statement the use of mobile banking attracts more customers than 
competitors in the market. The Likert scale mean for the statements was 3.92 which indicated 
that the respondents agreed to most of the statements on product differentiation. 0.85 was the 
standard deviation and thus the implication of varied responses. 
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4.3.3 Advertising  
Respondents were further asked to indicate their level of agreement on the statements on 
advertising. The table below reveals the reactions. 
Table 4.4: Advertising 
Statements 
Strongl
y 
disagre
ed 
Disagre
e 
Neutra
l Agree 
Strongl
y agree 
Mea
n 
Std. 
Devia
tion 
The adverts reach the 
intended audience. 0.00% 12.10% 22.70% 47.00% 18.20% 3.71 0.907 
The Bank does advertising 
more frequently. 10.60% 25.80% 9.10% 27.30% 27.30% 3.35 1.398 
The media used is 
accessible by the target 
market. 7.60% 9.10% 28.80% 19.70% 34.80% 3.65 1.259 
The cost of advertising is 
effective. 3.00% 7.60% 25.80% 30.30% 33.30% 3.83 1.075 
Average           3.64 1.16 
On advertising, results as indicated in the table convey that 65.20% (47%+18.20%) who were the 
majority respondents agreed that the adverts reach the intended audience, most of the 
respondents who were 54.60% agreed that the Bank does advertising more frequently. Moreover, 
(54.50%) of the respondents agreed that the media used is accessible by the target market and 
most of the respondents (63.60%) agreed that the cost of advertising is effective. 
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The overall mean on the Likert scale was 3.64 showing agreement to the statements on 
advertising by the respondents. Further, the standard deviation was 1.16 implying that the 
responses were varied. 
4.3.4 Government Regulations  
Additionally, respondents were asked to indicate their level of agreement to the statements on 
government regulation. Shown below in the table are the reactions. 
Table 4.5: Government Regulations 
Statements 
Strongl
y 
disagre
ed 
Disagr
ee 
Neutra
l Agree 
Strongl
y agree Mean 
Std. 
Devia
tion 
Government regulations 
reduce flexibility of Bank 
performance. 0.00% 7.60% 16.70% 18.20% 57.60% 4.26 0.997 
Government Regulations 
promotes solvency. 6.10% 0.00% 22.70% 71.20% 0.00% 3.59 0.784 
Government regulations 
limits competition hence 
making it hard to compete in 
the market. 13.60% 22.70% 28.80% 9.10% 25.80% 3.11 1.383 
The government regulations 
are conducive. 10.60% 0.00% 40.90% 48.50% 0.00% 3.27 0.921 
Government regulations 
promote equity and 
similarity. 12.10% 0.00% 34.80% 47.00% 6.10% 3.35 1.045 
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Average           3.52 1.03 
The results highlighted above demonstrated (75.80%) consent ratio by the respondents to the 
statement Government regulations reduces flexibility of Bank performance. Most of the 
respondents who were 71.20% agreed to the statement that government Regulations promotes 
solvency, 36.30% were the most disagreed to the statement that Government regulations limits 
competition hence making it hard for it to compete in the market, 48.50% of the respondents 
agreed that government regulations are conducive while 53.10% of the respondents agreed that 
government regulations promote equity and similarity.  
On average, the overall mean for the statements on government regulations was 3.52 implying 
that respondents agreed to most of the statements on government regulations. Additionally, the 
standard deviation was 1.03 which implies that the responses were varied. 
4.3.5 Performance 
Respondents were also asked to indicate their level of agreement to the statements on 
performance of Islamic Banks. Table 4.5 shows the responses. 
Table 4.6: Performance of Islamic Banks 
Statements 
Strongl
y 
disagre
ed 
Disagr
ee 
Neutra
l Agree 
Strongl
y agree 
Mea
n 
Std. 
Deviati
on 
The Bank has experienced 
an improvement in 
profitability. 0.00% 18.20% 18.20% 27.30% 36.40% 3.82 1.122 
The Bank has experienced 
an improvement in total 
assets/base assets. 0.00% 18.20% 9.10% 42.40% 30.30% 3.85 1.056 
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The Bank has experienced 
an improvement in 
customer satisfaction. 9.10% 9.10% 18.20% 56.10% 7.60% 3.44 1.069 
The Bank has experienced 
an improvement in internal 
processes. 0.00% 18.20% 12.10% 62.10% 7.60% 3.59 0.877 
The Bank has experienced 
an improvement in 
employee satisfaction. 13.60% 27.30% 12.10% 39.40% 7.60% 3.00 1.24 
Average           3.54 1.07 
The highlighted results above show 63.70% agreed that the Bank has experienced an 
improvement in profitability, 72.70% of the respondents who were the majority agreed that the 
Bank has experienced an improvement in total assets/base assets, 63.70% of the respondents who 
were also the majority agreed that the Bank has experienced an improvement in customer 
satisfaction. Further, most (69.70%) of the respondents agreed that the Bank has experienced an 
improvement in internal processes and most (47.00%) of the respondents agreed to the statement 
that the Bank has experienced an improvement in employee satisfaction. 
On the average Likert scale, the overall mean was 3.54 which show that the respondents agreed 
to the most of the statements. In addition, the standard deviation of 1.07 indicates that the 
responses were varied. 
4.4 Inferential Statistics 
Inferential analysis was conducted to generate correlation and regression results.  
4.4.1 Correlation Analysis 
Correlation analysis was conducted to determine whether and how strongly the independent 
variables are related to the dependent variable. Table 4.6 presents the results. 
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Table 4.7: Correlation Matrix 
    
Perfor
mance 
Technological 
Innovations 
Product 
Differentiati
on 
Adver
tising 
Government 
Regulations 
Performance 
Pearson 
Correlation 1 
    
 
Sig. (2-tailed) 
    Technological 
Innovations 
Pearson 
Correlation .598** 1 
   
 
Sig. (2-
tailed) 0.000 
    Product 
Differentiation 
Pearson 
Correlation .687** .310* 1 
  
 
Sig. (2-
tailed) 0.000 0.011 
   
Advertising 
Pearson 
Correlation .243** -.010 0.179 1 
 
 
Sig. (2-
tailed) 0.050 0.937 0.34 
  Government 
Regulations 
Pearson 
Correlation 
-
.755** -.591** -.429** 
.664*
* 1 
 
Sig. (2-
tailed) 0.000 0.000 0.000 0.000 
 ** Correlation is significant at the 0.01 level (2-tailed). 
 * Correlation is significant at the 0.05 level (2-tailed).  
The results in table 4.5 revealed that technological innovations and performance of Islamic 
Banks are distinctly and fundamentally related (r=0.598, p=0.000). Outcomes additionally 
uncover that product differentiation and execution are unequivocally and altogether related (r= 
0.687, p=0.000). Results additionally uncovered performance and advertising are also 
unquestionably and essentially related (r=0.243, p=0.000). Government controls was likewise 
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observed to be contrarily yet altogether identified with performance (r= -0.755, p=0.000). This 
infers an expansion in any unit among the variables prompts a positive change on performance 
aside from government regulation which demonstrates that an expansion in government control 
prompts abatement in performance. 
4.4.2 Regression Analysis 
Regression analysis for the model fitness was further conducted and shown in the table below. 
Table 4.8: Model Fitness 
R 0.873 
R Square 0.762 
Adjusted R Square 0.746 
Std. Error of the Estimate 0.44598 
The independent variables; technological innovation, product differentiation, advertising and 
government regulations are observed to be acceptable factors on clarifying the reliant 
performance variable. It is bolstered through R square of 76.2% which means that the 
independent variables technological innovation, product differentiation, advertising and 
government regulations explain 76.2% of the variations in dependent variable which is 
performance of Islamic Banks in Nairobi. Further, this means that the model used to link the 
independent variables to the dependent variable is satisfactory. 
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Table 4.9: ANOVA Results 
  Sum of Squares df Mean Square F Sig. 
Regression 38.768 4 9.692 48.7000 0.000 
Residual 12.109 61 0.199 
  Total 50.878 65    
 
The ANOVA outcomes in table 4.8 demonstrate the general model being factually weighty. 
Moreover, the outcomes demonstrate the independent factors are great indicators of execution. 
This is bolstered by 48.7 F statistic and 0.000 p value. 
Table 5.0: Regression Coefficients 
  B Std. Error T Sig 
(Constant) 2.292 1.163 1.971 0.05 
Technological Innovations 0.333 0.122 2.644 0.009 
Product Differentiation 0.697 0.115 6.083 0.00 
Advertising 0.089 0.077 1.136 0.028 
Government Regulations -0.861 0.167 -5.176 0.00 
Regression of coefficient results in table 4.9 indicates that technological innovations is positively 
and significantly related to performance (r=0.333 6, p=0.009). Results also show that 
performance and product differentiation are absolutely and fundamentally related (r=0.697, 
p=0.00). Results additionally uncovered that performance and advertising are unequivocally and 
altogether related (r=0.089, p=0.028). Further, comes about uncovered results whereupon 
government regulations and execution are negatively and essentially related (r= -861, p=0.00). 
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Thus, the optimal model for the study is  
Performance of Islamic Banks= 2.292 + 0.333 technological innovations + 0.697 product 
differentiation+ 0.089 advertising +- 0.861 Government regulations. 
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CHAPTER FIVE 
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 
5.1 Introduction 
Summary of the findings, conclusions and recommendations done in accordance of the goals of 
the research are given address in this chapter. 
5.2 Summary of Findings 
5.2.1 Technological Innovations 
The primary goal of the research was the determination of the effect of technological 
advancements on the performance of Nairobi based Islamic Banks. The discoveries of the 
investigation uncovered that technological developments have an optimistic and significant 
effect on performance of Nairobi based Islamic Banks. This was upheld by articulations in the 
questionnaire whereupon the greater part of the respondents concurred. 
These findings agree with those of Mokhtarband, Ali and Rabiee (n.d.) who established the 
existence of a noteworthy connection amid technological innovation and performance of 
organizations.  
5.2.2 Product Differentiation 
A discovery of the effect of product differentiation on the performance of Nairobi based Islamic 
Banks was the second target of the investigation. The examination discoveries uncovered that 
product differentiation has affirmative and significant association with performance. 
Additionally, the findings were bolstered by the way most respondents consented to majority of 
proclamations on product differentiation. 
These findings agree with Allen and Helms (2002) results which indicated a positive and 
significant relationship between product differentiation strategy and organizational performance. 
Ndumbaro (2013) found that product differentiation strategy has a positive contribution to sales 
performance.  
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5.2.3 Advertising 
Determining the effect of advertising on performance of Nairobi based Islamic Banks was the 
third objective of the study. Findings in this undertaking showed advertising as being positively 
and significantly related to performance. The findings by Njawa (2015) revealed that, brand 
awareness, brand loyalty, and brand equity have a significant influence on organizational 
performance. The findings also revealed that proper advertising techniques are very important in 
an organization. Gan (2010) showed that there is a positive relationship between advertising 
with both firm profitability and firm value. Furthermore, a positive and statistically significant 
influence of advertising on sales, profit, and market value of the sample firms was evidenced by 
Shah, Mirza and Abbas (2011). 
5.2.4 Government Regulations  
The forth objective of this study was to determine the effect of government regulations on 
determinants of performance. Findings revealed that government regulations are negatively but 
significantly related to performance. Similarly, Kirkpatrick, Parker and Zhang (2006) found out 
that increased regulation typically means a higher workload for people in financial services, 
because it takes time and effort to adapt business practices to ensure that the new regulations are 
being followed correctly. The government plays the role of moderator between financial firms 
and consumers. Too much regulation can stifle innovation and drive up costs, while too little can 
lead to mismanagement, corruption and collapse. 
5.3 Conclusions 
The study concluded that technological innovations, product differentiation and advertising 
indicated an affirmative and noteworthy influence on Islamic Banks performance. Contrarily, 
Government control was established as having an antagonistic and significant bearing on 
execution of Islamic Banks. 
The study concluded that technological innovations enhance the integration of information 
between the Bank and its clients, reducing operational costs in the Banks thereby leading to a 
high profitability and a better return on assets. 
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The study further concluded that product differentiation enhances Bank’s performance by 
increasing market share through low charge for its products. Reliable financial service delivery 
channels and increased value of products attract more potential customers than competitors. 
Additionally, it was concluded that advertising increases Bank’s performance. The adverts reach 
a larger portion of new customer audience where a Bank does more frequent advertising. On the 
other hand, the study concluded that government regulations reduce flexibility of Bank 
performance since it limits competition hence making it hard for it to compete in the market. 
Government regulations on Islamic Banks are non-conducive since they promote bias and 
inequality in the banking sector. Since Islamic Banks operate differently from other conventional 
Banks through their interest free loans, regulation from the government does not put this into 
consideration but treats them the same as their conventional counterparts. 
5.4 Recommendations 
In light of the discoveries of this research, the study recommends the Islamic Banks to adopt new 
technological innovations in their operations. This will ease their operations and also reduce the 
operational costs. Further, the Banks are recommended to do a lot of product differentiation 
through product reengineering, using new marketing strategies and offering high quality products 
at a lower cost. On advertising, the study recommends Islamic Banks to use the most effective 
and available modes of advertising to ensure that the intended audience is reached by the adverts. 
More effective advertising should be considered as this will lead to a better and increased 
performance. 
The government of Kenya is recommended to consider the difference in operation of Islamic 
Banks from conventional Banks and come up with regulations and policies that favor the 
progress of Islamic Banks. 
5.5 Areas for Further Studies 
This research looked at determinants of performance of Islamic banks in Nairobi. The variables 
used in the study were technological innovations, product differentiation, advertising and 
government regulations. Other factors could be considered by future studies. These would 
include; size, capitalization and inflation.  
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Appendix I: Letter of Introduction 
 
 
 
Dear Participants,  
I am student of at MUA University conducting a research on the Determinants of Performance 
of Islamic banking in Kenya: A Case Study of Islamic Banks in Nairobi. Compassionately 
top off this data and return. Any data acquired for this reason will be kept entirely secret and may 
be utilized for scholarly reason. Your participation will be profoundly refreshing in such manner. 
Much thanks to you! 
Yours sincerely: 
Abdulmajid Kipchirchir  
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Appendix II: Questionnaire 
Section A: Social demographic information  
1. Gender of respondents 
Male     
Female  
2. Age in Years  
            < than30:  
            31>40:  
            41>50: 
     > 50:  
3. Education Level? 
     Primary   Level           
     Secondary Level 
     College Level  
     University    Level  
4. Bank Employment period in years? 
< 1 yrs 
2 > 3 yrs 
4> 6 yrs 
> 6 yrs 
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Section B: Technological Innovation 
This area endeavors to build up the impact of Technological innovation on execution of Islamic 
banking. Use the Likert scale. The reaction scale for the inquiries is as beneath: 
1= Strongly Agree, 2= Agree, 3= Neutral, 4= Disagree, 5 = Strongly Disagree 
 
Statement 
Strongly 
Agree agree Neutral Disagree 
Strongly 
Disagree 
 1 2 3 4 5 
The technological innovation 
enhanced the integration of 
information between the Bank and 
its 
clients. 
     
Debit & credit cards impact on 
operational expenses reduction  
therefore better  Bank ROA  
     
Low maintenance costs of ATMs 
lead to high levels of profitability 
over their economic lifetime 
     
Mobile banking income has high 
edge along these lines contributes 
decidedly to yearly gainfulness of 
the Bank annual profitability of the 
     
78 
 
 
Statement 
Strongly 
Agree agree Neutral Disagree 
Strongly 
Disagree 
 1 2 3 4 5 
Bank. 
Interest in electronic assets exchange 
is for the most part spurred by 
benefits to the Bank 
     
 
Section C: Product Differentiation 
This segment endeavors to set up the impact of item separation on execution  
Utilize the Likert scale. The reaction scale for the inquiries is as underneath: 
1= Strongly Agree, 2= Agree, 3= Neutral, 4= Disagree, 5 = Strongly Disagree 
 
Statement 
Strongly 
agree Agree Neutral Disagree 
Strongly 
Disagree 
 1 2 3 4 5 
Low charge of Bank products such 
as loans, balance checking, debit and 
credit cards led to increase in Bank 
market share 
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Statement 
Strongly 
agree Agree Neutral Disagree 
Strongly 
Disagree 
 1 2 3 4 5 
Products reengineering led to 
production of reliable financial 
service delivery channels 
     
The perceived value of the products 
has attracted more potential 
customers.  
     
The Bank does continuous review 
and improvement of Shari’ah 
compliant products. 
     
The use of mobile banking attracts 
more customers than competitors in 
the market 
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Section D: Advertising 
1. This segment endeavors to set up the impact of publicizing on execution 
What form of advertising does the Bank use? .................... 
Utilize the Likert scale. The reaction scale for the inquiries is as underneath: 
1= Strongly Agree, 2= Agree, 3= Neutral, 4= Disagree, 5 = Strongly Disagree 
 
Statement 
Strongly 
agree Agree Neutral Disagree 
Strongly 
disagree 
 1 2 3 4 5 
The adverts reach the intended 
audience 
     
The Bank does advertising more 
frequently 
     
The media used is acceassible by the 
target market 
     
The cost of advertising is effective      
Section E: Government Regulations 
This area endeavors to build up the impact of government directions on performance. 
Utilize the Likert scale. The reaction scale for the inquiries is as underneath  
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1= Strongly Agree, 2= Agree, 3= Neutral, 4= Disagree, 5 = Strongly Disagree 
 
Statement 
Strongly 
disagree Disagree Neutral Agree 
Strongly 
agree 
 1 2 3 4 5 
Government regulations reduces 
flexibility of Bank performance 
     
Government Regulations promotes 
solvency. 
     
Government regulations limits 
competition hence making it hard for 
it to compete in the market. 
     
The government regulations are 
conducive. 
     
Government regulations promote 
equity and similarity 
     
 
Section F: Performance 
This area endeavors survey performance of Islamic Banks. 
This area endeavors to build up the impact of government directions on performance. 
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1= Strongly Agree, 2= Agree, 3= Neutral, 4= Disagree, 5 = Strongly Disagree 
 
Statement 
Strongly 
disagree Disagree Neutral Agree 
Strongly 
agree 
 1 2 3 4 5 
The Bank has experienced an 
improvement in profitability. 
     
The Bank has experienced an 
improvement in total assets/base 
assets. 
     
The Bank has experienced an 
improvement in customer 
satisfaction. 
     
The Bank has experienced an 
improvement in internal processes. 
     
The Bank has experienced an 
improvement in employee 
satisfaction. 
     
 
